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WHAT SHALL WE DO WITH THE RAILROADS? 


The general principles to be used in the solution of the railroad 
problem are simple, but attempts to apply them give rise to bewil- 
dering complexities. Our whole industrial organization is based on 
transportation. The threatened strike before the passing of the 
Adamson Law brought vividly to the attention of the public the 
extent to which we had become dependent upon railroad trans- 
portation. In so far as we are to depend on railroads for trans- 
portation, we wish to have adequate service, with rates as low as 
possible. 

The historical development of railroads and regulation has 
helped to complicate the problem. The railroads in the United 
States have assisted in developing the country. They were fre- 
quently built ahead of the traffic. They were developed by private 
enterprise aided by government land grants or subsidies of money. 
The first effective regulation of railroads came in the seventies and 
was state regulation. Later, in 1887, Congress passed the Inter- 
state Commerce Law, and federal regulation under the Interstate 
Commerce Commission began. For a long while this regulation 
was not effective, but Congress gave the Interstate Commerce 
Commission more and more power, until after 1910 they could 
control practically all features of the railroad business. 
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The regulation under the Interstate Commerce Commission 
has been successful in ending most personal and commodity dis- 
criminations. Place discriminations have been less generally 
remedied. Many place discriminations of old standing have not 
yet been corrected. Practically no progress has been made in the 
determination of what is a fair general level of rates. When the 
burden of proof was on the shippers they could not prove that the 
general level of rates was too high, and since the burden of proof 
has been shifted to the railroads they have been unable to prove 
that the general level of rates was too low. The difficulty has been 
in agreeing upon the amount upon which the railroads are entitled 
to earn a return. The Interstate Commerce Commission is now 
valuing the railroads. The law required them to compute the 
value on numerous different bases, such as original cost and cost 
of reproduction, new and with depreciation; but the law does not 
say which basis of valuation shall be used for rate-making. 

For many years the roads have been attempting to increase 
rates to compensate for the increased cost of materials and the 
increased wages which in many cases were the result of semiofficial 
determination by arbitration boards; but the Interstate Commerce 
Commission refused to grant any substantial increase in rates. As 
a result railroad building almost ceased, and the amount of equip- 
ment was not kept up. 

The European war brought increased traffic to the roads and 
greatly increased wages (some due to the Adamson Law and others 
to the competition with high wages in war industries) and high 
costs of material, especially steel and coal. 

After the declaration of war by the United States the railroad 
presidents met in Washington and adopted a resolution agreeing 
to co-ordinate their operations and to subordinate everything to 
the task of getting the maximum of efficiency in transportation. 
They perfected an organization called the Railroads’ War Board, 
which did much to promote the effective use of the railroads. The 
volume of traffic handled in 1917 was about the same as that handled 
by the Railroad Administration in 1918. 

President Wilson took over the railroads on December 28, 1918, 
on the ground that the step was necessary for the public defense. 
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The proclamation said that the roads should get as compensation 
the average net operating income for the three-year period ending 
June 30, 1917. 

The necessity for taking the roads over resulted partly from the 
limitations on co-operation on the part of the railroads, particularly 
the prohibition against pooling in the Interstate Commerce Law and 
the restriction against pooling and rate agreements by the Sherman 
Anti-Trust Law as interpreted by the courts, and partly from the 
conflicting use or rather abuse of priorities by the various govern- 
ment departments and war agencies. 

Some of the necessity arose from difficulties inherent in the 
private ownership of the roads. Roads which with foresight had 
provided adequate terminals at great cost could not see why they 
should share them with roads which lacked either the foresight or 
the means to provide the terminals. The management as trustees 
for the stockholders were forced to promote the interest of their 
own roads. 

In spite of the fact that the President’s proclamation seemed to 
include all of the railroads of the United States, many of the so- 
called “short lines” were not taken over. 

Mr. McAdoo, on being appointed Director General of Railroads, 
at once raised freight rates 25 per cent and raised passenger fares to 
3 cents a mile and set aside state-made rates which conflicted. 
At first the operating staffs of the railroads were not changed; later, 
federal managers were appointed. Wage increases amounting 
to $583,000,000 for 1918 were granted to employees, and the salaries 
of some of the higher officials were cut. Another saving consisted 
in abolishing the off-line offices and setting the traffic department 
at other tasks. It was thought that under unified control it would 
not be necessary to solicit traffic. A regional plan of operation was 
adopted. Starting with three regions, it has developed into nine 
regions and districts. 

Congress finally passed the law setting the amount of compensa- 
tion suggested in the President’s proclamation. The contracts with 
the roads were to provide that the roads should be returned in 
substantially as good repair and as fully equipped as when taken 
over. The law said that federal control should continue for the 
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period of the war and might be extended for twenty-one months 
after the proclamation of peace. 

A. H. Smith, director of the eastern region, has indicated some of 
the ways in which they increased the efficiency of operation’ 

. Unessential passenger trains were eliminated. 
. French, Russian, and western locomotives were given to eastern lines. 
Transfer of power. 
. Use of less congested routes. 
. Company fuel and material were handled by direct routes. 
. Common use of terminals. 
7. Interchange of labor to eliminate I.c.1. accumulations. 
. Restriction of equipment to certain classes of loading. 
. Freight trains run straight through to the West. 
. Co-ordination of harbor facilities. 

11. Sailing days for l.c.l. freight. 

12. Routing freight by the line reaching the pier from which it is to be 
shipped. 

13. Using roads with the best grades. 

14. Use of shops to repair locomotives of other roads. 

15. Use of the same locomotive over several roads. 

16. Sending freight through the Pennsylvania R.R. tubes. 
17. Placing coal cars on team tracks in New York. 

18. Sending bituminous coal direct to New York piers. 

Much time was spent agreeing on the terms of a standard con- 
tract. By the end of the year comparatively few contracts had 
been signed. 

Results of the year’s operation compared with the previous 
year are given in the accompanying table.’ 








1917 





Railway ope rating revenues 

Railway operating expenses. Mecainioth Uaisieerains 

Railway operating income (net revenue, 
less taxes, etc.). 

Ratio of operating expenses to peau 

Net ton pote of freight handled.. 

Train miles 

Freight car miles. . . 

Net ton miles per loaded car r mile 

Car miles per day 

Net ton miles per car day 


$4,013,319,604 
$4,006,894,762 


$ 710,159,540 


81.55 per cent 
434,997,928,000 
637,924,000 
22,056,329,000 
29.1 
24.9 
490.0 





$4,050,463,579 
2,858,212,210 


$1,008,775,853 


70.57 per cent 
427,341,924,000 
654,580,000 
22,532,507 ,000 
27.0 
26.1 
495.0 





* Summarized from Railway Age, LXIV, 1466-68. 


2 Ibid., LXVI, 407, 448-49. 
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The earnings indicate a deficit of about $210,000,000 compared 
with the return guaranteed to the roads. 

The armistice put an end to the war emergency. In his address 
to Congress, President Wilson said that the railroad problem gave 
him great concern and he turned to Congress for counsel, as he had 
no solution of his own. He declared that unless there was prospect 
of a legislative solution he would release the roads quickly. He 
stated as possible alternatives: to go back to the old conditions, 
to have complete government control, or to have private control 
with government regulation permitting unified operation, possibly 
with regional corporations combining the railroads in a definite 
area into a single system. He did not favor going back to the old 
conditions but did not pass judgment on the other plans. 

The indecision of the President was not shared by many others. 
Of the many plans proposed, we shall consider in turn the ones 
suggested by the United States Railroad Administration, the Inter- 
state Commerce Commission, the railroad executives, the railway 
supply men, railroad labor, the shippers, the state railroad com- 
missions, and the security owners. We shall attempt to state 


briefly the proposals brought forward and then, without presuming 
to pass judgment on the plan as a whole, take up some of the novel 
points of the plan, often arguing that the changes proposed are 
undesirable. Finally we shall bring together the suggestions 
which seem to have merit. 


THE UNITED STATES RAILROAD: ADMINISTRATION 


Mr. McAdoo, as his solution, proposed that federal control be 
continued until January 1, 1924. He gives as his reasons: 


This extension would take the railroad question out of politics for a reason- 
able period. It would give composure to railroad officers and employees. 
It would admit of preparation and carrying out of a comprehensive program 
of the improvement of the railroads and their terminal facilities which would 
immensely increase the efficiency of the transportation machine. It would 
put back of the railroads the credit of the United States during the five-year 
period so that the financing of these improvements could be successfully carried 
out. It would offer the necessary opportunity under proper conditions to 
test the value of unified control, and the experience thus gained would of itself 
indicate the permanent solution of the railroad problem. 
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The American people have a right to this test. They should not be denied 
it. It is to their interest that it should be done. In my opinion, it is the only 
practicable and reasonable method of determining the right solution of this 
grave economic problem.! 

Of course, this is a solution only in the sense of postponing 
action, and despite Mr. McAdoo’s statement to the contrary would 
seem to imply a belief in the efficacy of government operation. 
Why could not an advocate of government ownership or any other 
plan say just as logically that the American people had a right to 
have his plan tried for five years? We grant that the period of the 
war was not a fair test of the efficiency of government operation, 
because all other things were subordinated to the main business of 
winning the war; but we do not see why the period of government 
operation should be extended, unless we are convinced that we 
wish to have permanent public control or government ownership. 

There is no reason for thinking that Congress would give any 
more careful attention to the matter if it had five years for its 
consideration than if it has twenty-one months from the proclama- 
tion of peace. Again, if the roads are to be returned, and so far as 
the proclamation and the law are concerned we must assume that 
they are to be returned, it will be much simpler to make the adjust- 
ment for repairs and other items, and it will disrupt the organization 
less if the return is made at an early date. 

Mr. Walker D. Hines, appointed Director General of Railroads 
after Mr. McAdoo’s resignation, supported the proposal for a five- 
year period of control and made other suggestions as follows: 

I believe there can be a form of radically reconstructed private ownership 
with such close government supervision, including government representation 
on the boards of directors, as will give the public and labor all the benefits of 
government ownership and at the same time will preserve the benefits of 
private and self-interested initiative and will avoid the political difficulties 
which perhaps are inseparable from government ownership 

In regrouping the railroads according to his proposed permanent regional 
organization under private management he would include one or two big sys- 
tems as the backbone for each group. This grouping would have to be deter- 
mined by some governmental tribunal, not by Congress, and in general he 
regarded it as unwise to divide big existing systems.3 

Commercial and Financial Chronicle, CVII, 2249. 

2 Railway Age, LXVI, 357. 3 Cf. Press Reports, February 6, 1919. 
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For example, Mr. Hines suggested that one regional corporation be formed 
with the New York Central and New England systems and smaller lines natur- 
ally grouping with them, and another with the Pennsylvania and Baltimore and 
Ohio with smaller roads now physically associated with them. In this way, 
he said, six or more regional corporations would be created throughout the 
country with more uniform strength than a multitude of smaller companies 
with widely varying strength.t 

This plan of regional companies made up of companies taken in 
their entirety is preferable to the ones which are purely geograph- 
ical (as the one suggested by the President), and which would there- 
fore involve dividing some of the present roads among several 
regions. Sucha plan if carried out under private ownership would 
entail serious difficulties. Suppose that the Illinois Central had 
lines in three regions. The operating problem for through traffic 
would be complicated by the new scheme but would not be par- 
ticularly serious. The great difficulty would be in the financial 
arrangements. How could the total valuation of the road be 
divided among the three regions? And would the three pieces be 
worth as much as the whole? What would the shareholders get 
in return for their stock? Would they get fractional shares in all 
the regional companies? Or would they be forced to take all the 
stock in one company? The difficulties with bonds would be still 
greater. Many bonds are secured by a lien on all the property of 
the road. If the rogd were divided among various regions the 
bonds would presumably be assumed by the regional companies, 
but by which company? Or in what proportion? Bonds with a 
lien on a specific part of the line divided between two regions would 
present a similar problem. 

Combination is, in general, desirable and should be promoted, 
but the regional plan, whether geographical or otherwise, should not 
be made the excuse for a government guaranty of earnings. Witha 
plan of regional companies formed by public authority, almost 
inevitably there would be pressure to have all the roads included, 
whether profitable or not, and to have the government guarantee a 
return on some valuation. ‘The roads would probably be taken in 
on the basis of earnings, often gained from traffic diverted from 
other lines that could handle it more economically. This would 


1 Ibid. 
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cease if the roads were used only for economical traffic, and the 
roads would be a burden to the regional company. 


THE INTERSTATE COMMERCE COMMISSION 


The Interstate Commerce Commission, in its annual report for 
1918, refused to recommend concrete plans for the solution of the 
railroad problems and contented itself with pointing out certain 
desirable ends and certain legislation needed if the various alterna- 
tives were adopted. Later, before the Senate Committee on Inter- 
state Commerce, Commissioner Clark testified: 

Considering and weighing as best we can all of the arguments for and 
against the different plans, we are led to the conviction that with the adoption 
of appropriate provisions and safeguards for regulation under private owner- 
ship it would not be wise or best at the present time to assume government 
ownership or operation of the railways of the country.' 


He also made certain suggestions for legislation: 


1. Revision of limitations upon united or co-operative activity among 
common carriers by rail and by water The regulating tribunal should 
have authority to prescribe not only the maximum which the carriers may 
charge, but also the minimum 

2. Emancipation of railway operations from financial dictation 

3. Regulation of issues of securities 

4. Establishment of a relationship between federal and state authority 
which will eliminate the twilight zone of jurisdiction and under which a har- 
monious rate structure and adequate service can be secured state and inter- 

The conflict of jurisdiction as between the federal government 
and the state could probably be resolved through harmonious co-operation if 
the federal tribunal could be authorized to co-operate with state authorities 
by utilizing their services in appropriate instances and to an appropriate 
extent. 

5. Restrictions governing the treatment of competitive as compared with 
non-competitive traffic 

6. The most efficient utilization of equipment and provision for distribut- 
ing the burden of furnishing equipment on an equitable basis among the 
respective carriers. .... 

7. A more liberal use of terminal facilities in the interest of proper move- 
ment of commerce... . the regulating body .... require the enlarge- 
ment of terminals. .... 

8. Limitation within which common-carrier facilities and services may be 
furnished by shippers or receivers of freight.* 


t Railway Age, LXVI, 134. 2 Ibid., LXVI, 135. 
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Thus the policy proposed is private operation with further 
development of governmental regulation. Without agreeing with 
all of the changes proposed, this on the whole appears to be the 
wisest course. 

There is grave question whether harmonious action with the 
state railroad commissions could be obtained by utilizing their 
services in local cases. The law might eliminate the twilight zone 
of jurisdiction over rates, but this alone would not make the state 
commissions innocuous. They would still be able to interfere with 
classifications, size of cars, lengths of trains, demurrage, and other 
practices. The fundamental defect of forty-eight states attempt- 
ing to regulate a national matter would still exist, with all of its 
possibility of complexity and confusion; and no change would be 
made in the spirit of the shippers who demand that they be 
favored at the expense of shippers from other states. 

The proposal to regulate the issuing of securities and to require 
the enlargement of terminals is rather a sharp break with our past 
practice. Many of the states have regulated the issuing of securi- 
ties for a considerable time. The results have not been startlingly 
good nor startlingly bad. With federal incorporation, it would 
go without question that if regulation were desired it should be 
federal. Also it is clear that exclusive federal regulation would be 
preferable to the conflicting regulation of the states. But with 
most of the railroads incorporated under state laws and subject to 
state regulation of the issuing of securities, the addition of federal 
regulation might merely complicate the financial matters without 
bringing any improvement. 

The terminal problem has two serious aspects, the question of 
joint use of terminals and the question of adequacy. Undoubtedly 
some roads have been selfish in their policy of not allowing others 
to use their terminals. It would help to have a public authority 
which had the power to require joint use and to set the rental in 
case the parties could not agree. The roads are accustomed to say 
that if they are given a chance to earn a good return on their prop- 
erty they can handle the question of adequacy. The thorny prob- 
lem in connection with requiring the enlargement of terminals is 
how they are to be paid for. Obviously the money must come from 
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the users of the railroad, but should it be in the form of a general 
rate increase, or an increase in rates directly affected by the 
terminal? If the regulating body has power to require extensions 
there might be pressure to have the government guarantee a return 
on the investment. Aside from the difficulty of deciding whether 
the terminal had been profitable or not, it might lead to a demand 
for a guaranty of a return on the whole railroad property, a policy 
which we should not adopt. 


THE PLAN OF THE RAILROAD EXECUTIVES 


The intimate knowledge of the problem possessed by this group 
is conceded, and the results of their combined deliberations should 
have value. They propose: 


1. The creation of a Department of Transportation, headed by a secre- 
tary, who would sit at the President’s council table, who would relieve the 
Interstate Commerce Commission of its executive duties; and in whose juris- 
diction would be centered rate regulation subject to revision by the Interstate 
Commerce Commission, and the fixing of wages, and who would use the 
power of the administration to maintain proper service, to create the necessary 
credit for the carriers, and to maintain harmonious relations between employers 
and employees. 

2. The adoption of a fixed policy as to the revenues of the carriers by 
requiring that the influence of the President, through his secretary of trans- 
portation, shall be put behind movements for increased rates which he finds 
proper, and the establishment of a statutory rule for rate-making, which shall 
require that rates be not only reasonable but adequate and sufficient to pro- 
tect existing investment and to attract capital necessary to maintain existing 
properties up to the standard of the public need, and for the construction of 
extensions and branches. 

3. To provide for compulsory federal incorporation and for the elimination 
of the conflict of regulating power between the states and the federal govern- 
ment as to all essential matters, including rates, state and interstate, with as 
little interference as possible with the state commissions in carrying out the 
intended purposes.! 


Many of their suggestions are admirable. The most striking 
proposal is that we should have a Department of Transportation 
headed by a cabinet officer. Presumably the railroads hope by 
this method to get more speedy and sympathetic action in the 


* Commercial and Financial Chronicle, CVIII, 733. 
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matter of rate changes. The Secretary of Transportation would 
be appointed for political reasons and would change at least as 
often as administrations changed. The lack of continuity and 
the necessary political bias are against the idea of control by a 
cabinet officer. The appointment being made for political reasons, 
there is a chance that an incompetent man would be appointed. 
Perhaps there would grow up efficient, permanent, undersecretaries; 
but in that case the flexibility and quickness of action would be lost. 

The requirement that rates should be high enough to attract 
the necessary capital to keep up the roads at first thought appears 
fair enough and is safeguarded by giving the Secretary of Trans- 
portation control of investment of capital by roads in branches and 
terminals. However, the procedure to be used is not clear. Sup- 
pose the Secretary of Transportation decided that new terminals 
were needed at certain places, and the conditions in the money 
market were such that capital could be obtained on a 7 per cent 
basis, as compared with a previous rate of 6 per cent. Now would 
the railroad rates be adjusted so that the roads could earn 7 per 
cent on their entire capital, both old and new, or would they be 


allowed to earn 7 per cent merely on that part of their capital which 
represented new investment? If they are permitted to earn the 
higher rate of return on their whole property, then the public 
should be assured that in case the interest rate falls the railroad 
would be allowed a rate level no higher than necessary to earn the 
lower rate of return on the whole property. 


RAILWAY SUPPLY MEN 


The Railway Business Association, representing various supply 
houses, filed a statement with the Senate Committee on Interstate 
Commerce. They argue for the retention of competition in pur- 
chasing supplies in order that inventors may have a chance to 
develop improvements. 

While permitted to co-operate with one another so as to eliminate duplica- 
tion of facilities and to secure the most efficient and economical use of routes, 
terminals, and vehicles, and permitted under federal sanction to effect consolida- 
tions if essential, railway properties should be operated by independent federal 


corporations as numerous as may be consistent with their financial strength 
and stability 
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One of the conditions under which manufacturers of equipment can best 
perform the service which the public rightfully expects from us is that in what- 
ever adjustment Congress adopts the individual railroad shall remain clothed 
with full discretion as to design, specification, and purchase, and that there 
shall be as little consolidation of lines as may be consistent with the financial 
strength and stability of the several roads 

As furnishers of railway necessaries, we assure you of our conviction that 
dealing with a railroad owned by the government would be dealing with the 
government, even though the government were to go through the form of dele- 
gating operation to a company nominally private. We would expect production 
of equipment to be centralized in due course. We would look upon such an 
arrangement as the beginning of the end of mechanical progress, and as the 
signal that inventors and developers of invention had better seek other occupa- 


From the foregoing it follows that the provision of transportation facilities 
could be carried on more advantageously to all concerned if the railway com- 
panies were placed in a position such that when traffic is large they may 
accumulate a surplus and in time of light traffic employ such surplus in con- 
fidence that the rate and revenue policy of the government will be adequate, 
stable, and permanent 

We favor the adoption by Congress of a policy under which regulation of 
maximum and minimum rates of carriers engaged in interstate commerce 
would be federal only. 


The activities of the Railroad Administration in attempting 
to standardize locomotives and cars roused the equipment men. 
The argument for standardization was that the equipment could 
be produced more rapidly and could be repaired easily at any place. 
As it worked out, there was great delay in developing the designs, 
and little of the standardized equipment was produced before the 
armistice was signed. They might have ordered locomotives 
and cars from the old designs while they were developing the new. 
Locomotives are used under such diverse conditions of grade, 
curvature, clearance, and strength of bridges that it is doubtful 
whether standardization can be obtained without sacrificing 
efficiency. Roads had developed the idea of standardizing as 
many of the parts as possible on the various classes of locomotives. 
The building of cars affords rather more chance for standardiza- 
tion, though clearances, character of load, and weight of bridges 


* Railway Business Association, statement filed with the Committee on Interstate 
Commerce of the United States Senate by W. W. Salmon, pp. 2, 4, 5, 10. 
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on different roads call for different types of cars. Industrial com- 
binations often claim that they can afford to experiment and 
develop new processes better than the smaller concerns. Evidently 
the supply men wish to continue as independent businesses instead 
of having their inventors on the staffs of the railroads. 


RAILROAD LABOR 


It is rather significant that none of the other parties interested 
recommends government ownership. It remained for the employ- 
ees to do that. It is not impugning their sincerity to believe that 
part of their reason for favoring it arises from the fact that they have 
obtained much more than they ever hoped to in the way of wage 
increases. Mr. Glenn E. Plumb, as the spokesman for organized 
railroad labor, proposed before the Senate Interstate Commerce 
Committee: 

Government ownership of all railway properties; operation by a single 
corporation, dividing profits equally between the employees and the govern- 
ment, and directed jointly by representatives of the employees, operating 
officers, and the public; automatic reductions of rates when profits exceed a 


certain amount, and retention of the Interstate Commerce Commission of the 
present power to regulate rates.* 


The chief error is the assumption that by the new arrangement 
we could obtain all the advantages of private operation plus 
certain advantages of unified operation. These advantages are 
to show themselves in lower rates and profits to be divided between 
the government and labor. Most people frankly doubt whether 
government ownership and operation would be efficient. 

The financial burden involved in taking the roads over at this 
time would be very great. The plan includes all the railroads and 
would mean the purchasing of a large number of short lines which 
are not profitable. The argument frequently advanced by advo- 
cates of government ownership about the saving of interest due to 
replacing railroad bonds with government bonds bearing 2 per cent 
to 3 per cent has been effectively answered by the necessity of 
raising the rates on the Liberty Loans, even though patriotism 
and social pressure removed the transaction from the strictly 


*Commercial and Financial Chronicle, CVIII, 644. 





342 JOURNAL OF POLITICAL ECONOMY 


economic appeal. Of course, some saving in interest would be 
made, but it would be slight. 

The hope that profit sharing would induce efficiency on the 
part of the workers overlooks the fact that the volume of traffic 
is the prime cause of variations in the net earnings of the railroads, 
and that the employees would have no control over the volume of 
traffic. 

THE SHIPPERS 

Mr. Clifford Thorne, representing the American Petroleum 
League, the National Live Stock Shippers’ League, the National 
Council of Farmers’ Elevator Associations, and the Western 
Refiners’ Association testified before the Senate Committee on 
Interstate Commerce in part as follows: 


Government operation is so distasteful among the shippers of the United 
States, that, were a popular vote taken today, it would be defeated overwhelm- 


It is of paramount importance to the stability and progress of American 
industry that you shall immediately restore the full powers of our courts and 
commissions over the railroads of the United States 

We most earnestly petition the present Congress to amend section 10 of 
the railroad control law as follows: first, restore the suspension powers of the 
Interstate Commerce Commission, which will assure us a decision by a dis- 
interested tribunal before any more sweeping revisions shall become effective; 
second, strike out the clause which attempts to make the orders of the Presi- 
dent superior to state and federal law and the common law; and, third, insert a 
clause requiring the director general to pay final judgments against common 
carriers under his control, and charge the same to operating expenses, where so 
chargeable prior to government operation 

Turning to the question of revision of rates, Mr. Thorne said that the so- 
called 25 per cent increase resulted in increases of from 100 to 275 per cent in 
some instances and practically effected an increase of several hundred per cent 
in some cases where state classification was superseded by the interstate classi- 
fication with a higher minimum weight 


The shippers who are the most vocal evidently think that the 
Interstate Commerce Commission and the state commissions have 
looked out for their interests. They have nothing constructive to 
offer and merely wish to return to the former conditions. Cer- 
tainly they are justified in insisting that no arbitrary action be 
taken about rates. In some cases their objection arises because 

t Railway Age, LXVI, 307-8. 





WHAT SHALL WE DO WITH THE RAILROADS? 343 


by superseding the state commissions, discriminations have been 
removed which were the results of the efforts of the state commis- 
sions to further the interests of their own shippers. In such cases 
they deserve no sympathy; but many of their complaints against 
the Railroad Administration are justified. 


THE STATE RAILROAD COMMISSIONERS 


As typical of the opinions of this group we may take the testi- 
mony of Mr. Charles E. Elmquist, president of the National Asso- 
ciation of Railway and Utilities Commissioners, before the Senate 
Committee on Interstate Commerce. 

He said that centralization of all power over the railroads in 
the hands of one individual during actual warfare is dangerous, 
but in times of peace it becomes a positive menace which should be 
removed at once, and he therefore recommended the repeal of 
Section 10 of the Control Law to take from the President “the 
alleged right” to set aside state or federal laws or orders of the 
commissions applicable to common carriers and to restore the sus- 
pension powers of the Interstate Commerce Commission. While 
the state commissions are of the opinion that the federal control 
act did not deprive them of jurisdiction over state rates, he said 
that not one of them made any attempt to exercise their authority 
during the war, but for the purpose of avoiding litigation now they 
want the law made specific. 

Mr. Elmquist argued at length as to why the states should 
continue to regulate local rates and service and opposed the estab- 
lishment of a central bureau at Washington to handle such matters, 
but he thought that a satisfactory plan of co-operation could be 
worked out between the state commissions and the Interstate Com- 
mission. He also declared that the railroads need not fear that 
the commissions will fail to recognize the changes in conditions 
which have required higher rates in case they are again brought 
under the jurisdiction of state regulation. 

As to various plans for changes in regulating methods for the 
future, Mr. Elmquist favored the prompt merger of the railroads 
into a unified system, in times of stress or emergency under pro- 
visions to be established by Congress, and the merger within proper 
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limits of carriers’ lines and facilities to such an extent as may be 
necessary in the public interest to meet the reasonable demands 
of commerce with the approval of the Interstate Commission. He 
also favored the consolidation of terminal facilities whenever public 
interest will be favored thereby, but believed that this question 
could be very properly passed upon by state authorities. He 
favored the limitation of railroad construction to the necessities 
and convenience of the public under regulation of the federal 
authorities in addition to that of local authorities. He favored the 
control of securities by the federal government, but under a plan 
which would require copies of applications to be filed with state 
authorities, thus enabling them to submit evidence and recom- 
mendations. The state commissions also, he said, would favor any 
proper plan which may be devised for bringing the relation of inter- 
state carriers closer to the people. If Congress considers it desir- 
able to do so, they then believe that it could best be done by 
increasing the membership of the Interstate Commerce Commis- 
sion and by requiring one or more members of that body to hear and 
try all cases in the affected localities. In the absence of such a 
plan it might be advisable to make each state commission a regional 
commission to act for the federal commission in all proper matters." 

It is clear that the state commissions are restive under the 
restrictions on their activities by the United States Railroad 
Administration. Probably they are justified as far as the consti- 
tution and the law are concerned. However, it would be desirable 
to limit the rate-making powers of the state commissions and their 
control over rules and classifications. The problem of rates is a 
national one, and selfish state interests should not be allowed to 
interfere with its solution on national lines. Local rates have been 
used to discriminate against shippers in other states and so must 
be controlled by federal authorities. 

Consolidation of terminals as to location would seem to be a 
proper subject for municipal rather than state control. In its 
relation to transportation it clearly involves more than local areas. 
Terminals in New York City affect transportation over a large 
part of the United States. 

t Railway Age, LXVI, 360. 
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Federal regulation of securities would be perferable to state 
regulation. Cases have arisen where it was necessary to get the 
consent of a number of state commissions before a reorganization 
plan could become effective, and they often have taken a narrow 
and selfish view of the matter. If the states are willing to give up 
their regulation there would be no objection to assuring them that 
proposals affecting their states should be submitted to them, and 
that they should be given a chance to produce any evidence they 
desired. 

The proposal to treat the state commissions as regional com- 
missions presents difficulties. They might be consulted, but as 
long as the federal government has no control over their appoint- 
ment they could hardly be allowed to make decisions. Some of the 
states have able commissioners, but in others the men are given the 
place as a reward for political effort, and no regard is paid to compe- 
tence. 

SECURITY OWNERS 


No one will question the vital interest of the holders of railroad 
securities in the outcome of the present discussion. 

The plan submitted by Mr. S. Davies Warfield, president of the 
National Association of Owners of Railroad Securities, may be 
taken as representing their point of view. He proposed: 


1. A minimum rate of return on the property investment in the railroads, 
fixed by act of Congress, through rates adjusted as occasion may demand, in 
order that the securities of the railroads may be stabilized and their credit 
established on a basis necessary to secure the money to provide to the shippers 
and traveling public adequate facilities and service. 

2. Recognition that a fixed return through rates that will enable the 
average railroad to receive an adequate return on its invested capital is not 
possible without giving to the more favorably situated railroads more revenue 
than the public will sanction, or more than would represent a fair return on its 
property. The earnings of railroads in excess of a fixed reasonable rate of 
return to be applied as provided in the following section. 

3. A distribution, under the control and jurisdiction of the Interstate 
Commerce Commission, of a percentage of the fund above provided, that rail- 
road employees shall receive the benefit of profit sharing, by insurance, or by 
such other legal methods as may be determined upon; likewise a distribution of 
a percentage thereof among the railroads earning it, and under the plan, and 
in furtherance of incentive and initiative by establishing operating efficiency 
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standards; for certain improvements to railroad property, under restrictions, 
not to be capitalized in rate-making; and for other purposes defined in the 
plan. 

4. A corporation, created by act of Congress, operated without profit to 
the railroads, and under federal control, directed by trustees composed of the 
nine Interstate Commerce Commissioners and eight railroad men, to finance 
in the present emergency, such equipment as may be purchased by it from the 
Railroad Administration and allocated to the railroads, and to furnish an 
immediate means for assisting in financing the return of the roads; continued 
as a permanent means for mobilizing and purchasing equipment to be leased 
to the railroads; to provide a management or agency to continue or put into 
effect the joint use of terminals, unification of facilities, re-routing of freight 
by pooling or otherwise, and to continue or adopt such methods of operation as 
may have been found to be successful and expedient during federal control; 
to furnish a standing, trained and efficient means for immediate mobilization 
of the railroads for war purposes without additional legislation. 

5. Federal regulation extended through the Interstate Commerce Commis- 
sion as at present established, co-ordinating therewith subsidiary commis- 
sions as regional commissions, the members thereof selected equally from the 
two leading political parties appointed from and sitting in the six traffic terri- 
tories as at present defined, giving to such bodies the determination of rates 
and regulations. The right of appeal is given to the Interstate Commerce 
Commission, which may be designated Commission of Appeal. 

6. Continuation of rate committees composed of representatives of both 
railroads and shippers in defined territories, to primarily consider and pass upon 
all changes in rates requested by either railroads or shippers and before being 
filed with the regional commissions or Interstate Commerce Commission. 

7. Co-ordination, by the Interstate Commerce Commission, of the work of 
the state commissions, as far as the limitations of law and the legislation pro- 
vided under the plan will permit, with that of the regional commissions. The 
adjustment of intrastate rates to the requirements of the interstate commerce 
as prescribed through interstate rates is vested in the federal commissions. 

8. Regional commissions act as boards of conciliation for the settlement 
of wage differences between the railroads and their employees. In default 
of settlement such commissions shall appoint two arbitrators, the employees 
naming two, the four so selected naming the fifth if required. Appeal may be 
taken to the Interstate Commerce Commission; the findings not to be com- 
pulsory unless mutually agreed beforehand. A fixed return being provided 
under the plan, expenditures for wages or other elements entering into expendi- 
tures are supervised by the commissions. 

9. Future issues of railroad securities supervised by the regional com- 
missions and the Interstate Commerce Commissions." 


tRailway Age, LXVI, 351. 
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The plan has the merit of recognizing the need for adequate 
rates to make efficient service possible. There are many points 
not made clear. “Property investment,” “invested capital,” 
and ‘“‘property”’ are all used as being the amount on which earnings 
are to be allowed, but they are not adequately defined. If the 
entries on the present balance sheets of the railroads are to be taken 
as indicating property investment there will be cases of both over- 
and under-capitalization on any basis of capitalization other than 
par value of securities. Perhaps the idea is that taking all the 
roads the cases of under- and over-capitalization would offset each 
other. 

If a new road were built in a region not needing it, and if it 
caused no increase in traffic, rates would be raised to yield the mini- 
mum return on the property investment—a strange result for an 
increase in facilities. Railroad earnings fluctuate greatly with 
variations in prosperity of general business. Unless this mini- 
mum return is to be taken as a long-time average, we would have 
rates raised in time of depression to compensate for the falling off 
of traffic. 

If the present book value of the railroads is taken as the prop- 
erty investment we have the essentially immoral result of rewarding 
reckless and penalizing conservative capitalization. Take two 
granger roads with about the same plant and business, one heavily 
and the other modestly capitalized. Suppose their earnings are 
the same and just sufficient to pay 6 per cent on the property of 
the heavily capitalized road. It keeps all of its earnings, while 
the modestly capitalized road must share its earnings with its 
employees and the public. 

The suggestion that shippers help make rates implies rather more 
organization on the part of shippers than exists. It is doubtful 
whether it would be better than the present method of allowing 
shippers to present their case at rate hearings when the particular 
rates which affect them are under consideration. 

It would hardly be feasible to leave to Congress the setting of 
the rate of return. The rate of return would need to vary with 
changes in investment conditions, and Congress would have neither 
the inclination nor the expert knowledge needed to make quick 





348 JOURNAL OF POLITICAL ECONOMY 


and accurate readjustments. Perhaps the security holders hope 
for a rate set high enough to be adequate for a long time. 

While doubtless there are many minor cases which a regional 
commission could handle, most of the serious problems are inter- 
regional, such as transcontinental rates and the relation of rates 
to the Atlantic and Gulf ports. The attempt to meet the problem 
of conflicting state and federal regulation by suggesting co-operation 
is rather futile. Some legal basis is necessary. Wage determina- 
tion and rate determination undoubtedly should be more closely 
connected. 


CONCLUSION 


Thus we have proposed, by the United States Railroad Admin- 
istration, a five-year period of federal control and the development 
of regional companies; by the Interstate Commerce Commission, 
closer financial control, the permitting of united action, and more 
regulation of service and equipment; by the railroad executives, 
federal incorporation and a Secretary of Transportation who would 
see that the railroads got adequate rates; by the railway supply 
men, co-operation in the use but competition in the procuring of 
equipment; by railroad labor, government ownership with the 
profits shared between the employees and the government; by 
the shippers, a quick return to conditions existing before the roads 
were taken over by the government; by the state railroad commis- 
sions, giving them their former power and development of new 
functions in connection with the Interstate Commerce Commission; 
and by the security owners, legislation to assure a return to the 
railroads, and regional commissions in addition to the present 
Interstate Commerce Commission. 

While the foregoing proposals have many strong points, there 
are also features open to objection, some of which have been 
pointed out. What follows will be an attempt to bring together 
suggestions for our future railroad policy, summarizing, without 
repeating the arguments, the points we have considered previously. 
The railroads should be returned to their owners as soon as the 
needed changes have been made in the methods of regulation. 
The aim of the changes should be to permit more unified action on 
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the part of the railroads; to set a definite basis for rates; to provide 
a method for settling wage disputes; and to provide adequate facil- 
ities both in the way of extensions and new terminals and with 
respect to service. 

The federal government should be the regulating body. The 
state commissions should be deprived of all control over rates, 
classifications, and rules. These are national problems and should 
be solved on that basis. We admit the early usefulness of the 
state commissions and can see a place for them in the control of 
local utilities; the valuation of railroad property for purposes of 
state taxation; and perhaps an irreducible minimum of regulation 
under the state police power in the interest of health and safety. 
Some of the state commissions have assumed that their function 
was to get as many advantages as possible for the shippers of 
their own states, even though the advantages caused discrimina- 
tions against the shippers of other states. A logical following out 
of the Shreveport case would seem to make it possible for Congress 
to declare that no state rate should vary from the standard set for 
interstate rates, in order that there might be no discrimination 
between places. 

The old policy of attempting to check combination should give 
place to the policy of fostering combination. Probably the best 
method of procedure would be federal incorporation. The anti- 
trust laws might be amended by exempting from their provisions 
railroads with federal charters granted after a certain date. The 
federal charters could contain provisions for any desired regulation 
of capitalization, rates, accounts, service, and the terms on which 
mergers might be made. In making the combination perhaps it 
would be necessary to permit the federal corporation to be a holding 
company; but as soon as possible the corporate structure should be 
simplified. The minority stockholders should be protected against 
any attempt to acquire their property at an undervaluation, and 
the company should be protected against any attempt of the 
minority to hold up the merger unless their holdings were taken 
at an overvaluation. 

The probable result of such permission to combine would be the 
formation of a relatively small number of large, strong companies, 
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but many of the short and unprofitable lines would be left out- 
side. Many of these roads are not economically justified. Mr. 
McAdoo did not care to be burdened with them. They perform, 
of course, a transportation service of value to the points along their 
lines which have no other railroad connection; but they could not 
exist with merely the business of such points. Their search for 
profit has led them to develop roundabout hauls. Any regional 
plan or government ownership or guaranty would probably involve 
the purchase of the roads on the basis of cost or a valuation obtained 
by capitalizing the returns from this wasteful or roundabout trans- 
portation, and the public would ultimately stand the cost. If, 
however, the short line is one which promises to develop valuable 
traffic it would be taken over by the bigger road. The big, strong 
roads could (assuming that provision has been made for adequate 
rates) finance necessary terminal developments and extensions. 
This policy seems preferable to one which involves public ordering 
of new facilities or public veto of new projects. 

In this country we have never had any control over railroad 
building in the sense of preventing roads from being built. In the 
early days, when special charters were necessary, the public was 
interested in promoting the building of roads, and in later days 
under general incorporation laws there has been practically no 
restraint on the building of roads. This policy must come to an 
end if we adopt the program of public or private monopoly, or of 
a government guaranty; for we could not permit private individuals 
to encroach on the monopoly, and it would be ruinous to ask the 
government to stand ready to guarantee a return on any road that 
anyone might care to build. 

One form of co-operation from which much may be expected is 
pooling. All the gains which the Railroad Administration has 
made by eliminating competitive traffic can be obtained by allow- 
ing the roads to pool their traffic. It is presumed that the pooling 
contract will be based on freight or passenger rates which have 
been sanctioned by public authorities, and that the terms of the 
agreement have been approved by the regulating body, which would 
have the power to cancel the agreement should it appear for any 
reason not to promote the public welfare. If the shipper is to con- 
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tinue to have the power to select the route, the pool would need to 
be a money pool. The railroads allege that great savings can be 
made if, as is the case under the present governmental control, 
they can send the freight by the line which is least congested or 
which reaches nearest the point of delivery, thus eliminating 
lighterage or car ferry or other terminal service. The railroads 
sometimes allege that the shipper desires the control of routing 
of freight to use as a club to get preferential treatment of some 
sort. The shipper insists that he knows better than the railroads 
the most convenient point of delivery, and that he has the right to 
pick the road which gives him the best service. Perhaps we might 
permit the shipper to choose the route in ordinary times and 
reintroduce, in times of congestion, the permit system and loss of 
right to designate the route. 

The problem of the general rate level is very complex. The 
railroad has a relatively large fixed investment, which makes its net 
earnings fluctuate greatly, as the result of moderate changes in the 
amount of business. The volume of traffic varies greatly from 
year to year, though the general trend in the United States has 
been upward. Obviously a rate system, to be fair, must be based 
on an average of a number of years. The large amount of fixed 
capital also brings difficulties in connection with the variety of 
services performed by the railroads. The general expenses are 
apportioned to the various classes of traffic and to the traffic from 
the various localities in accordance with the principle of charging 
what the traffic will bear. There come to be adjustments between 
different places or different commodities expressed as differentials. 
The differential may be a fixed sum or a certain percentage above 
or below the other rate. Any change, such as the 5 per cent increase 
allowed by the Interstate Commerce Commission, or the 25 per 
cent increase initiated by Mr. McAdoo, is bound to upset many 
of these long-established differentials. The railroad thus differs 
from a public utility furnishing but one or a few products, where 
rates may be changed easily up or down if the earnings are too 
small or too large. 

The chief need in relation to adequacy of rates is a definition by 
Congress of the amount upon which a road is to be allowed a fair 
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return, and which road’s valuation is to be taken in case more than 
one road exists in the territory under discussion. In trunk-line 
territory, for example, a given rate level might give the Pennsyl- 
vania more than adequate earnings and the Baltimore and Ohio 
less than adequate earnings. There is no way to escape the 
fact that a given set of rates will permit different roads to earn 
varying returns. Perhaps we should be forced to fall back on 
Marshall’s idea of a representative firm, in this case a railroad, 
one fairly well located and equipped and run with fair ability, 
and provide rates which would enable it to earn a fair return. The 
present valuation being carried on by the Interstate Commerce 
Commission does not set a definite value for rate-making. Con- 
gress should decide which one of the many values found is to be 
the basis, and then the Interstate Commerce Commission should 
prescribe the accounting methods necessary to keep it up to date. 
While the advocates of the various methods of valuation would 
not agree that all were equally good, most of them would admit 
that an authoritative determination of a definite basis for valua- 
tion for rate-making is needed. 

The wages question involves finding methods to prevent the 
tie-up of the railroads in case of disagreement, and insuring that 
increases or decreases in wages shall, if other items of expense do 
not compensate, cause readjustments in rates. Compulsory arbi- 
tration might help in the solution of the first problem; but we must 
remember that in a democratic country there is no effective way to 
enforce a decision adverse to the employees. If the law based 
rates on costs, then wages would necessarily be considered by the 
Interstate Commerce Commission in the adjustment of rates. In 
some way the Interstate Commerce Commission should have some 
responsibility in the determination of wages to prevent the situa- 
tion which has happened frequently, when it refused to grant 
increases in rates after arbitration boards had given increases in 
wages to the men. 

To improve service we need adequate rates to make possible 
the provision of terminals, trackage, and equipment, and the 
development of standards of service; and finally the Interstate 
Commerce Commission should be given power to enforce the stand- 





WHAT SHALL WE DO WITH THE RAILROADS? 353 


ards of service. This is anew field. We have developed machinery 
to prevent discrimination in the distribution of coal cars but have 
no definition of adequate supply, and no way to force the roads to 
furnish such a supply. “Sailing day”’ plans for l.c.]. freight save 
train mileage, but it is doubtful whether they would be considered 
as offering adequate service. But we have no definition as to 
what constitutes adequate service for the various kinds of traffic. 
The need for such a definition is obvious. 

The conclusion is that we should return to the private operation 
of railroads, giving them a chance to act unitedly under the direction 
of the Interstate Commerce Commission, unhampered by state 
regulation. Wage and rate control should be in the same hands. 
We wish to get as far as possible the advantages of private initiative 
along with any savings resulting from united action supervised 
by public authorities. We should avoid any government guaranty 
or any saddling upon the public of unprofitable roads. 


James D. MAGEE 
UNIVERSITY OF CINCINNATI 





FARM PRODUCTS AND COST ACCOUNTING 


When a two-dollar price was promised for wheat it was inevi- 
table that the output of other farm products should suffer. The 
farmers were going to produce more wheat, as was the purpose of 
the guaranty. But no great results were possible in the way of 
expanding the area of cultivated land or of increasing the number 
of farmers or of their hired men. Conscription for the army, 
and the draft of men to the war industries and to the other city 
industries that were suffering by depletion of man power, offered 
small prospect of stimulating the output of wheat except on terms 
of the restriction of other farm products. Wheat production was 
to be made so attractive as to divert farming enterprise away from 
other things to the growing of wheat. The other products were 
then certain to rise through the attendant restriction of their 
supply. What were still raised must promise as well as wheat, 
if wheat were not entirely to displace them. The prices for these 
other things had, then, to be higher, so far as these other things 
were produced at all. These prices in turn could be higher on 
whatever of them were produced only on terms of producing less 
of them. 

This means that to raise the price on wheat was to increase the 
resistance to the supplying of other things. The larger output of 
wheat, by virtue of the higher prices offered, involved a restriction 
of the output of other things. Farmers must be paid higher prices 
for these other things—rye, potatoes, corn—so far as these other 
things should be available for consumption at all. 

Is this to say, however, that the cost of production of these 
other things was increased? This must depend upon what one 
means by cost of production. 

There is danger here of mixing economics and ethics, and, as 
always, with very considerable hazard to the economics. From 
the purely ethical point of view it is not clear that the farmer should 
have high prices on his milk, eggs, meat, and butter merely because 
he has been accorded a fabulous price for wheat. Ought not he to 
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be satisfied with his good fortune in wheat alone, and ask less 
rather than more for his milk and eggs and corn? 

Quite possibly so—as ethics. The economic process does not 
work that way. The cost of production of any item of production 
is that minimum return below which the supply will be reduced, 
production restricted. As an economic category, cost is the 
necessary inducement. Therefore, to raise the price of certain farm 
products is to impose a higher price for all alternative products. This 
is merely another way of saying that it fixes a higher cost for these 
other products. In competitive undertakings, as a supply question, 
it is only through change in relative costs that there are changing 
relative volumes of product. When other products are withdrawn 
to make room for any given product, these others are withdrawn 
because of the higher costs attending the furnishing of them. It 
may have been well to offer unusual inducements for wheat. But 
the inevitable result was to increase the prices for the things that 
the raising of wheat displaced. This could take place only by 
raising the costs of the other things. 

It is true that these other things came to involve no greater 
human pain, or strain, or stress of labor, no more sweat or back- 
ache, no more time. But the production of them met the intenser 
resistance of higher counterattractions. For all the purposes of 
supply as bearing on price, this was to impose higher costs. Cost 
from any other point of view is not to the purpose of the price 
investigation. 

Economic costs, it must be clearly recognized, carry with them 
no ethical connotation. Price is the equating point between 
demand and supply. Cost bears on price only as it bears on supply. 
As a key to the supply side of the price equation, cost must indicate 
the price indemnity requisite to the bringing forth of a price product. 
Whatever influences increase this necessary indemnity are price- 
determining influences, contributions to cost, bearing through 
cost to modify supply, and bearing through a modified supply to 
affect the terms of sale on which the product is marketed—its 
market price. Thus the higher prices offered for wheat affect the 
prices of alternative products by affecting the supply of them. 
Inevitably this influence reports itself as an increase of cost. In 
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no other way could it limit the supply of alternative products and 
therewith increase the price of them. 


But costs in accounting may be computed by other methods, 
as the problem may be this or that other problem outside of market 
price. Commonly the accountant is interested in cost as bearing 
on dividends. Any price debit against the total of price intake is, 
for the purpose of this sort of cost accounting, to be regarded as 
a cost; and nothing else is. Every balance carried over into the 
dividend account, every net gain to the enterpriser, is treated as 
a surplus above cost. The purpose of this accounting process 
being something else than the elucidation of the influences lying 
beyond supply and bearing through supply on the fixation of price, 
the meaning of cost is another meaning. Cost presents itself, 
therefore, as including only those subtractions that are to be made 
from gross receipts in order to record the net gains. 

Is interest, then, also to be subtracted? Not for this purpose, 
excepting in cases where it is paid out. Returns credited to the 
proprietorship account are not included in cost. They are a 
remainder left over after costs have been subtracted. To compute 
for this purpose—the dividend purpose— interest on the value of 
the property as a cost would require that the interest charged be 
larger or smaller as the earnings of the property are larger or smaller, 
and thus could never, if the thing were accurately done, permit 
that any margin above cost remain. This accounting method for 
determining a surplus above cost would make any surplus impos- 
sible. If the earnings of the property, the interest rate accruing 
from it, are computed as costs, the bookkeeping will deny the 
presence of any earnings. The costs will equal the gross receipts, 
the debits balance the credits, this method of arriving at earnings 
leaving no earnings to be arrived at. 

If, however, the accounting is organized solely from the point of 
view of the stockholders, it is possible to compute fixed charges as 
costs. This, to be sure, implies a denial of the corporate unity. 
It treats preferred stocks and bonds as debts owed by the common 
stock rather than as titles of proprietorship together with the 
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common stock. It views the different security holders, not as 
different classes of proprietors participating variously in the dis- 
tribution of the earnings of their joint property, but, instead, regards 
the corporation as owned solely by one among the different classes 
of owners. But the method is still intelligible—and may serve its 
particular purpose. Actually, no doubt, there are significant 
conflicts of interest among the classes of claimants making up the 
aggregate ownership. For certain purposes, therefore, accounting 
may be organized to recognize these conflicts. 

It is possible also that accounts be kept with a view, not to the 
determination of net earnings, but as a guide to one or another 
problem in business policy, for example the comparative earnings 
or efficiency for earning power of different departments. The 
content of the cost concept may be easily modified to suit the pur- 
pose in view. Thus it not rarely comes about that that inter- 
pretation of cost peculiarly appropriate to the economic problem 
of price may be adopted by the accountant in the solution of other 
problems. Is it wise for the business to maintain or to extend 
production in any particular line? This is not to be arrived at 
by charging up wages and machine hours and by apportioning 
rents, selling costs, and overhead charges in general to each par- 
ticular product—a method reporting, as well as may be, whether 
the production is remunerative and in what degree—but only 
by arriving at an estimate of the net return in this particular 
direction compared with the returns possible in the production 
of some alternative product. If, for example, the farm accounts 
show that a particular field costing, say, $10,000 yields $1,000 
of net gain in tobacco, it may still be bad policy to use the field 
for tobacco growing. What will it do in alfalfa or beans? Take 
it that a return of $1,100 is possible in alfalfa, and $goo in beans. 
Alfalfa is then the indicated product, tobacco and beans the dis- 
placed. In business terminology the accountant may report the 
crop as returning “profits” respectively of $1,000, $1,100, and $900; 
but the inference is still that alfalfa must be the preferred crop. 
The tobacco displaces greater returns than it affords. In the 
economic sense, therefore, its cost must be computed at $100 
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greater than the profit, the indemnity $100 short of the adequate, 
the displacement indefensibly great, the resistance overbalancing 
the inducement, and the cost outrunning the product. 


How then does this line of analysis bear on the price to be 
accorded to the farmers for milk? Milk doubtless has been getting 
higher; but is it too high—not unjustifiably high as an issue of 
ethical costs, but too high relative to its economic costs in view 
of the quantity marketed ? Even under conditions of acute shortage 
for the year’s supply there is still no summer shortage for fresh milk. 
But milk has to be supplied for the year around. What is that 
winter price on which winter production and winter consumption 
are conditioned? Dairy farming calls for much labor, especially 
in winter. Wages are high; and if high-priced grains go into milk, 
the price of milk must be all the higher. High grain prices and high 
wages will not go with cheap milk; and especially must this be the 
case if meats also are high priced under the strenuous European 
demand and are tempting to the slaughtering of the herds. Meat 
and milk compete against grain—or the other way about. Milk 
must be restricted in supply. What there is will go to the con- 
sumers who will pay a high price for it, the price necessary to 
induce its production. 

Thus far, I take it, the farmer’s case is clear—as competitive 
business rather than as ethical issue. In the interest of the 
world’s supply of food we have, it is true, been pleased to divert 
production to the luxury cereals and away from the cereals espe- 
cially appropriate to a nation in a period of dearth. We fix some 
of the grain prices high, the wheat prices, in the hope that the farmer 
will follow suit in production. He does follow. Then we rave 
at him for the prices that go high on what is left of the things 
that we have been diverting him from producing. Facing the 
assumed necessity of more wheat in place of other farm products, 
we make the wheat high in order to get it, and so make the other 
products scarce as well as high—since high they must be, if con- 
sumers are not to buy them in place of the high-priced wheat; 
and then we follow with the appointment of commissions to see 
especially that the price of milk—itself another substitute for 
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cereals—shall be not less, and that even if less, the prices shall 
be not more. 

Forthwith, however, the farmer urges that, despite the high 
prices on milk and in disregard of the need of grain, and especially, 
as we have arranged it, of wheat, for the assurance of which we have 
offered the high price, consumers shall maintain their old level 
of milk consumption—milk is so important a food for the babies— 
and the farmers would so much enjoy charging them a still higher 
price for it. ‘True, it is the restricted supply of milk that imposes 
the high prices—one point for the farmer and a good one; and 
therewith the farmer urges that the consumer buy still more, so that 
the price may be still higher. But high prices restrict consump- 
tion—the consumer’s sole point of reply. Here again, in truth, 
the issue is not ethical or need not be; but the milk producers 
would so present it. 


The fact is that the general trend toward higher prices for milk 
and butter really report an increasing emphasis on a luxury food— 
a food required by the cities in a quantity that can be supplied 
by the tributary areas only on terms of rapidly rising costs and 
prices. New York, for example, consumes, we will say, 3,000,000 
quarts of fresh milk daily. Time and refrigeration fix the ship- 
ment limit at from three to four hundred miles to the northwest. 
Other cities also draw supplies from the same area. To provide 
for this daily consumption the farmer has to produce intensively 
and at a high level of marginal costs—costs still further expanded 
at present by the high-pressure demand for alternative farm 
products. But in these agricultural areas especially well pro- 
vided with rough and hill land for pasture, with only cows 
enough to furnish the necessary manure for general farming pur- 
poses and therefore with half his product of hay available for the 
city markets for hay, the farmer might produce half of his present 
output of milk at possibly half of its present price to him, especially 
during the summer period. But with the volume of output at the 
present level, with hay commanding $20 per ton, with the winter 
necessity for large outlays in high-priced western corn and southern 
cotton seed for stall feeding, and under the intensive conditions 
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of cultivation that are inevitable if 3,000,000 quarts of milk are 
to be delivered in New York alone—summer and winter—the 
price has to be high enough to offset the level of marginal costs 
imposed in the undertaking. And meanwhile the city fools urge 
that the price be lower—but the milk supply no less—and the 
country fools plead that the consumption be greater at a not lower 
price. Therewith the accountants do a variety of things. Mr. 
Hoover announces the suspension of the law of supply and demand, 
and things proceed in their established courses. 


It is, however, not the less clear that as a question of economic 
cost—cost as the necessary supply price for the particular quantum 
of output—grain and hay must be computed by the farmer as cost 
items at the price that they will net him for sale, with subtractions 
made, of course, of the fertilizer value if fed out. What the hay 
and grain are worth to the farmer must be returned to him in the 
price of milk if he is to produce the milk. It is not to the point 
to urge that there is a profit in the grain or the hay at the market 
terms for them. The farmer will not forego this profit in order to 
furnish cheap milk, whether or not he ought. The consumer must 
pay for the milk if he is to get it. By the very title of this fact 
these items must rank as economic costs. 

This, to be sure, is not the factory way of figuring costs; but 
—note again—factory costs are computed with reference to divi- 
dends and not with reference to the process of price fixation through 
the demand and supply equation of the market. The concern 
that is manufacturing steel as a step toward the marketing of 
rails may quite properly attribute no gain to the making of steel 
—excluding all steel profits from rail costs. Its business is the 
making of rails. The accountant’s problem is therefore to deter- 
mine the gain accruing through the unitary manufacturing process 
terminating in rails. Inasmuch as the enterprise is not in the 
business of selling steel, its gains do not accrue at the completion 
of the steel stage of the process. To keep the books in a way to 
allocate gains to steel would be so far to negative these gains for 
rails; and the business is rails. In its inventories also the steel 
must be reported, not at the price at which it would sell were it 
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going to be sold as steel, but rather at the cost at which it was made, 
because it is not going to be sold as steel. The gains, if any, 
accrue as conditioned on the selling price of rails and not on the 
selling price of steel. To inventory the steel at the market price 
for marketed steel is to record as accomplishment the substance of 
things hoped for—as actualities, the evidence of things yet to be 
seen, a failure not merely in rationality but still more in realism. 


There are doubtless further problems in the market situation 
with reference to the costs and to the gains of the merchandizing 
and delivery companies. It may easily enough be true that the 
margins are overgreat; or the costs may be unduly high as a result 
of the competitive methods followed in small-piece dealings. I 
have intended to confine myself to an examination of the prices 
accruing to the farmer—the prices that must be paid to him if the 
present supply of milk is to be maintained. Possibly, however, 
something for the relief of consumers might be achieved through 
making the city merchandizing of milk a regulated monopoly. Still 
better, perhaps, though not in the direct relief of consumers, would 
be the adoption of the high-license principle—a method of con- 
centrating the business through the eliminating of the major frac- 
tion of the competitive operators.‘ Appreciable revenues for the 
city treasury should accrue, without any appreciable increase in 
the price of milk to the consumers, possibly even with some, though 
probably an inappreciable, reduction of price. But it is at any 
rate clear that if the farmers are to keep up the present output of 
milk it must be on terms that are worth while for them, as against 
the other things that are open to them todo. Such is the essential 
meaning of cost for economic purposes and in economic problems. 


H. J. DAVENPORT 
CoRNELL UNIVERSITY 


‘It is significant in this regard to note that the margin for middleman charges 
in New York City, the spread between the city price to the producer and the delivery 
price to the consumer, is twice as large as in Philadelphia. 





LABOR ADMINISTRATION IN THE SHIPBUILDING 
INDUSTRY DURING WAR TIME. II 


Ill. THE FUNCTIONING OF THE ORGANIZATIONS UPON 
PROBLEMS 


Like practically every governmental agency, the system of 
shipyard labor administration was just getting into its stride when 
the armistice was signed. Early mistakes were being remedied, 
and a thorough and comprehensive machinery had just been set 
up. But relatively short as was the period in which the work was 
performed, the functioning of the organizations upon the various 
problems can be studied and stated with a fair degree of accuracy. 


I. WAGES 


The wage question was perhaps the most perplexing problem 
with which the Emergency Fleet Corporation dealt. Increases, 
it should be realized, were granted, not only by the Shipbuilding 
Labor Adjustment Board, but by the Corporation itself. In May, 
1918, the Corporation granted certain increases to salaried employ- 
ees who earned less than $2,000 a year, since the Board had made 
no provision for these grades. Increases for leading men, quarter 
men,’ and foremen, who had been omitted by the Board, were also 
granted, in order that these classes might receive a wage in reason- 
able balance with the wages of the men employed under them. The 
Fleet Corporation, however, did not grant further increases in the 
fall of 1918, because of the signing of the armistice and the proba- 
bility of a plentiful labor supply. 

It has always puzzled the man in the street how the Adjustment 
Board and the Fleet Corporation were enabled to order these 
increases to be paid, and by what power they compelled the ship- 
builders, who were not themselves parties to the memorandum 
creating the Board, to comply with their decisions. The answer is 

* By leading man is meant the foreman of a group of 10 to 18 workmen; by 
quarter man, the foreman of a group of 24 to 30 workmen. 
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very simple. The Fleet Corporation was enabled to make these 
awards effective only by promising to reimburse the shipbuilders 
for any added labor cost, occasioned either by the decisions of the 
Board or by the instructions of the Corporation. 

It must not be thought, however, that this policy of reimburse- 
ment was adopted immediately and uniformly. It was indeed 
uncertainty over this very question in the fall of 1917 that delayed 
the organization of the Board. For months after the first decisions 
it was the practice to grant reimbursement only when the companies 
made urgent pleas, and not to grant it to companies who entered 
no claim. Until June 1, 1918, there was no uniform method of 
granting this reimbursement. Each case was settled by itself, 
and no common accounting practice in computing or paying the 
reimbursement was followed. The shipbuilders were compelled 
to struggle for what they got, and many who were in ignorance of the 
situation did not ask for any reimbursement at all. The situation 
became so unsatisfactory that on May 31, 1918, the Fleet Corpora- 
tion issued a lengthy General Order outlining a uniform policy to 
be followed in computing any paying for the increased labor cost." 
This was followed by a series of General Orders which covered 
further points. 

It was, however, one thing to establish wage rates and another 
to enforce them, and it was their enforcement that occasioned the 
greatest difficulty and unrest. The violations were of two main 
types: 

a) Neglect on the part of shipbuilding companies to pay work- 
men back pay due them. This was a provocative cause of dissatis- 
faction. The Adjustment Board made all of its major decisions 
retroactive to varying dates. The computing of this back pay 
was difficult, and the shipbuilding companies were very slow in 
complying with the orders of the Board and the Fleet Corporation. 
In September, 1918, some of the yards in the Columbia River 
district had not paid the retroactive increases granted in the 
November, 1917, decisions. The conditions were also unsatis- 
factory in several other districts. This failure promptly to pay 
retroactive increases had the inevitable result of arousing the ire 

* This was the much-consulted General Order 36. 
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of the men, and making them impatient with the whole system of 
wage administration. 

b) Violations of the established rate. This type of violation 
was even more common, and was basically more important, than 
the former. The two memoranda which created the Board were 
drawn up in the period when it was thought that the chief purpose 
in fixing the wage scale was to protect the standard of living of the 
workers against the increase in prices. It was therefore originally 
intended to make the wage scale fixed by the Board merely a mini- 
mum. Both memoranda term the wage rates which the Board was 
to fix as “basic standards.” The accepted interpretation of this 
phrase is that the rates established are to be minima below which 
no member of a craft can be paid, but above which individual 
workers can receive a higher wage through superior ability or by 
the process of individual bargaining. A strike on the part of the 
union, however, to obtain a higher basic wage for all members of 
the craft would constitute a violation of the agreement and a 
breach of faith. The Board in every one of its first set of decisions 
explicitly stated that the rates were minima. 

During the first few months some violations were complained 
of where companies were refusing to pay as high wages as the Board 
had ordered, or where they were classifying the men in lower grades 
with lower wages than those to which the workmen rightly belonged. 
The Corporation promptly remedied such conditions. 

In the late winter and early spring of 1918 another significant 
development occurred, which was caused partly by the drain upon 
the nation’s man power, following upon the expansion of the army. 
A decided shortage in labor became apparent, which was especially 
acute in some of the more skilled trades, such as coppersmiths, 
chippers and caulkers, riveters, machinists, blacksmiths, etc. 
There was, moreover, a very considerable shortage of common 
labor, which became more acute after the heavy draft quotas of 
the late spring and early fall of 1918. 

Each contractor was desirous of completing his contract and 
was therefore eager to get a sufficient number of men. He was 
consequently willing to pay more than the fixed scale in order to 
get the men. The situation became especially acute in the Pacific 
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Northwest, where the wage scale in one of the largest shipbuilding 
plants and in many of the outside shops had always been higher than 
that set by the Board, even when the 10 per cent bonus of December, 
1917, was added. The result was a competitive bidding for labor. 
Workmen moved about from plant to plant, and the stability of 
labor was seriously threatened. The production program was 
hindered, for men who were needed on the job were rushing about 
from plant to plant on railroad trains. The Fleet Corporation 
tried to check this by refusing, on June 1, 1918, to reimburse ship- 
builders for any wages paid in excess of those fixed by the Board. 
This was strengthened by a General Order, issued July 1, 1918, 
making the established scale a maximum and prohibiting employers 
from exceeding it. It should be emphasized that it was the Fleet 
Corporation and not the Adjustment Board that issued these 
orders which established the Board’s rates as maxima, although the 
Adjustment Board unofficially approved." 

These orders? of the Corporation were followed in the majority 
of cases, but in at least two sections of the country they were 
disregarded. As has been stated, the situation in the Seattle 
district had always been unsatisfactory, and in order to hold their 
labor many yards raised their wages to a point far in excess of that 
set by the Board, until the situation was one in which practically 
75 per cent of the men were receiving more than the authorized 
wage. The piecework trades along the Atlantic Coast were also 
paid at a higher rate than that authorized, owing to the permission 
of the Board to use the “allowance system” on difficult work. 
This was originally intended to apply only to work which was so 
difficult that piece rates would be unfair, and it was not intended 
to cover more than to per cent of the operations in the pre-war 


* This was sometimes forgotten even by members of the Board itself; thus Mr. 
Macy in blaming Seattle shipyard employers states that they “‘violated all orders 
of the Shipbuilding Labor Adjustment Board and the Emergency Fleet Corporation 
by paying wages far in excess of the scale authorized.” —National Civic Federation 
Review (February, 1919), p. 2. Italics are mine. 

2 To prevent shipbuilders constructing for private account from disrupting the 
labor market all yards of this group were compelled to obtain a permit from the 
Corporation, binding themselves not to exceed the authorized scale. The legal 
sanctions behind this requirement were (a) power to requisition ships, (0) withholding 
priorities on materials, etc. 
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times. The shortage of workers, however, was such that most of 
the Atlantic Coast companies abused the use of the “allowance 
system” and applied it to nearly all of the piecework, whether it 
was difficult or not. As a result many of the riveting gangs were 
granted from $25 to $60 a day, irrespective of the number of rivets 
driven, and great abuses resulted. This was indeed not finally 
checked until February, 1919. 

A further method of violation was the improper classification 
of workers by shipbuilding companies. It was not an unknown 
practice to list workers under classifications with higher rates of 
pay than were actually deserved. Some yards listed mechanics 
as leading men, quarter men, or foremen, and thus paid them a 
higher wage without ostensibly violating the orders of the Corpora- 
tion. In several yards there were in some trades more foremen than 
men, while in one yard there were actually thirteen foremen and 
two men in a particular trade! 

The violation of the wage scales was caused not only by the 
scarcity of labor but by the existence of cost plus contracts. The 
number of these contracts was not so large as has been commonly 
supposed and indeed decreased as time went on, but many of the 
wood-ship yards and a few of the steel yards were on this basis. 
The inevitable result of these contracts was, of course, to make the 
contractor less careful of his labor costs. Although there were only 
a few such yards, their influence was widespread, since they set 
a pace which other companies felt that they must meet in order to 
hold their labor force. 

In addition, the accounting procedure set up by the Fleet 
Corporation to cover reimbursement for increased labor cost was 
cumbersome and involved, and the auditing division was not organ- 
ized as effectively as it might have been. Prior to the signing of 
the armistice most of the companies which had paid rates in excess 
of the authorized scale were reimbursed for all their labor costs and 
even for their violations. True, the government will not necessarily 
lose on these reimbursements, for final settlements were not made, 
and steps have since been taken to protect the Treasury against 
improper wage-cost claims. Nevertheless the temporary adjust- 
ments which sometimes covered improper claims played their 
part in unsettling labor conditions. 
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The “excessive” wages which many complained that the ship- 
yard workers were receiving, when they did actually occur, did not 
result from the decisions of the Adjustment Board, which merely 
adjusted wages in keeping with the increase in the cost of living," 
but were caused either by the competitive bidding of the employers 
in giving higher wages than those awarded in order to attract work- 
men to their particular contract or by the practice of excessive 
overtime. 

In spite of what has been said, it is, however, undoubtedly true 
that in the majority of cases the Adjustment Board’s rates were 
both maxima and minima, and that consequently standardization 
of wages was roughly effected. 

After the signing of the armistice, as will be stated later, the 
Fleet Corporation suspended making the Board’s rates maxima, 
although of course it refused to reimburse ship contractors for wages 
in excess of the Board’s scale. 


2. HOURS 


The basic 8-hour day was uniformly established in the shipyards 
as the standard working-day. Due to a previous custom of#a 
Saturday half-holiday in the Delaware River district the basic 
44-hour week was established there. Overtime was paid for at the 
rate of time and a half for all districts save the Pacific Coast, where 
it was paid for as double time. Sunday and holiday work was 
universally paid for at double rates. The Labor Adjustment Board 
fixed no limits as to the amount of overtime that could be worked’in 
the Pacific Coast districts, but in their other decisions they pre- 
scribed a maximum working-day of 12 hours and a maximum 60- 
hour working-week, except at the order of the Fleet Corporation or 
Navy Department. 

The overtime bonuses increased rather than decreased the length 
of the average working-day. The men were anxious to receive the 
extra pay for overtime, and the managements were willing because 
they could charge the expense to the Fleet Corporation. Owing 
to an egregious blunder by one of the construction divisions of the 


* The Board increased wages on the Pacific Coast approximately 60 per cent over 
the 1916 rates. This was not excessive in view of the increase in the cost of living. 
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Corporation, certain shipyard owners were even paid to July 1, 
1918, an additional bonus of from 25 per cent to 160 per cent on 
every dollar that the workmen received for overtime." 

A better system to encourage overtime could not have been 
devised. General Manager Piez was constantly exerting pressure 
to reduce the amount of overtime, but up to June 1 there were no 
definite orders issued as to the amount which would be allowed, 
and the district managers of the Corporation were given a great 
deal of discretion. On June 1 the amount of overtime was fixed 
at a maximum of 2 hours per man per day “except under extraordi- 
nary and special circumstances.” 

The results of overtime work were, of course, lamentable. Not 
only was it on the whole inefficient, but there were cases where men 
loafed during the first 8 hours in order that they might have an 
excuse for working overtime. It furthermore directly increased 
absenteeism. Some men would work Sunday at double time and 
then lay off a day during the week, thus getting their day’s rest 
and receiving seven days’ pay for six days’ work. It also made 
many of the rank and file reluctant to have more men added to 
the working force, since it decreased their opportunities for 
overtime. 

The labor leaders themselves recognized the viciousness of over- 
time, as did the employers after their premium upon it was taken 
away, and representatives of both parties from the Pacific Coast 
recommended that it be entirely prohibited except during cases of 
urgent necessity. It was not until after the signing of the armistice, 
however, that the Fleet Corporation issued an order specifically 
putting the work on an 8-hour day and abolishing overtime. 
Several small groups of workmen then struck because they were 
prevented from working more than 8 hours a day. 

The whole experience with the basic 8-hour day and the over- 
time bonus during war time was such as to demonstrate conclusively 
that the basic 8-hour day on contract work for the government really 
conduces to a long working-day. The men are more eager to 


' The reason assigned for granting this bonus was that the efficiency of the yard 
was decreased by working overtime, and that the management should be rewarded 
for this loss. This is an eloquent bit of testimony to the necessity of centralizing the 
control of labor matters in one department under competent guidance. 
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receive the overtime bonus than they are to limit their work to 
8 hours, and “loafing on the job”’ is the result. Since the govern- 
ment foots the bills the managements do not have the objection to 
overtime work that they would have if they were compelled 
to pay. There can be little doubt that the Fleet Corporation lost 
millions of dollars by reason of this practice, and it seems clear that 
a better arrangement would have been to establish a flat 8-hour 
day and to have permitted no overtime save in cases of an emer- 
gency and at the express permission of the Corporation’s representa- 
tives. 


3. UNIONS, SHOP COMMITTEES, AND COLLECTIVE BARGAINING 


The creation of the Shipbuilding Labor Adjustment Board was 
in itself a recognition of the international unions and collective 
bargaining. The Fleet Corporation dealt with the union officials 
as representatives of labor, and the policy pursued by the Corpora- 
tion and by the Board itself was such as to encourage collective _ 
bargaining. 

The policy of the Board and the Fleet Corporation toward the 


“closed shop”’ was really that of refusing to disturb the status quo. 
The Board refused to permit shops to be closed against the will of 
the employer, if they had not been closed prior to the war. Where 
the closed shop had existed, as in the San Francisco and Puget 
Sound districts, it was continued. 

The Board declared that discrimination should not be practiced 
against any workman either on the ground that he belonged, or 
on the ground that he did not belong, toa union. This was enforced 
by the Fleet Corporation, and many men who had been discharged 
or forced from employment were ordered to be reinstated. It was, 
of course, impossible to enforce this perfectly, because of the diffi- 
culty in determining the real causes for dismissal. 

The ‘principles promulgated by the War Labor Conference 
Board’ were adopted by the Fleet Corporation as its labor policy, 
and it therefore permitted the organization of the workers into 
unions and protected from discharge the men who joined. It is 


* The War Labor Conference Board afterward became by presidential appoint- 
ment the War Labor Board. 
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difficult to measure the growth of unionism among the shipyard 
workers, but there can be little doubt that the unions made great 
gains in membership, and that they emerged from the war far 
stronger than when they went in. 

One of the striking acts of the Board was the authorization of 
shop committees to handle grievances. This was first provided 
for in the Portland district, where the employers refused to recog- 
nize the unions as such. It was later authorized for all other 
yards, save in the Seattle and San Francisco districts... The estab- 
lishment of these shop committees was really intended to provide 
non-union collective bargaining and adjustment of grievances in 
those yards which would not recognize unions. Although many of 
these committees were organized, they cannot be said to have been 
a success, in actual operation, except in one district. 

In one district, for example, not many of the yards had definitely 
constituted committees, with regular periods of meeting, nor were 
all crafts within the yards organized. The committees in this 
district did not consider more than 20 per cent of the complaints 
which arose, and the other 80 per cent were taken up with the 
examiner himself either by the business agents of the unions or by 


the direct appeal of the parties interested. 
The chief reasons for the failure of these committees to function 


were as follows: 

a) The lack of active organization upon the part of the Ship- 
building Labor Adjustment Board. The Board authorized the 
organization of the committees, but for a long time did little else. 
Only one of the examiners devoted much attention to organizing 
these committees. Moreover, when the committees were organized 
they were not always given proper facilities for conducting business. 

b) The indifference of the workers. The men were busy and 
were earning good wages and did not take much interest in organiz- 
ing the committees. 

c) The more or less open hostility of the unions. The unions 
were afraid that the committees would usurp their functions, and 
that they could be used to break down the unions. This was not 

t Although authorized for the Delaware River district in the October 24, 1918, 


decision, no shop committees were set up there because of the complications with the 
unions that might result. 
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wholly unjustified, since in some cases the employers attempted to 
control the election of the committeemen. Perhaps the most 
important point about the organization of shop committees is as to 
whether they will be a substitute for, or a supplement to, unionism.” 
The unions have been loth to approve of them until they were con- 
vinced that they were intended to be the latter and not the former. 


4. LABOR SUPPLY 


The Fleet Corporation officials at first regarded the securing 
of materials as the most pressing production problem; but after 
this had been centralized in a Supply Division the securing of suffi- 
cient labor became the most urgent problem. It was the question 
whether enough men could be brought into the shipyards and 
trained that most agitated shipbuilders during 1918. There were 
really two problems of labor supply: (a) that of securing a sufficient 
number of men for the industry as a whole; (0) that of distributing 
this labor so that all yards could have an adequate amount. Table 
I shows the number of men working in the shipyards. One must 
first ascertain how many men were needed to carry out the pro- 
duction program before estimating whether the industry as a whole 
had a sufficient labor force. This can now be done with some 
accuracy, but it was very difficult formerly, for the Shipping Board 
never furnished the Fleet Corporation with a program to be 
attained. The chairman of the Board at Congressional hearings 
and in public speeches set varying figures. The 1918 program of 
deliveries for steel ships was set by various authorities at 6,000,000 
and 4,000,000 tons. This was later scaled down to 3,100,000 tons 
by the production engineers of the Fleet Corporation. As for 
wood ships, there was never a real production program. Con- 
tracts were let more to fill the ways than with a view to a compre- 
hensive and well-thought-out policy. 

Since only 2,600,000 tons of steel ships were delivered in 1918, 
the steel-ship shortage was consequently 500,000 tons.?_ Since the 

* See the statement by Mr. Macy, the chairman of the Board, “Shop Committees 


must not be regarded as a substitute for the unions.”—National Civic Federation 
Review (February 15, 1919), p. 2. 


2 That is, if 3,100,000 tons is taken as the goal to be attained. It is a great deal 
below the early estimates of 6,000,000 tons. 
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average production per man-year was approximately 25 dead- 
weight tons (which is a fairly creditable production record) the 
average shortage of labor in the steel yards during 1918 seems to 
have been around 20,000. The adequacy of the wood-ship labor 
force is difficult to judge, since there was no program with which 
to compare it. It is unquestionably true, however, that there were 
as many workmen employed as the value of wooden ships as ocean 
carriers justified. On the whole, therefore, while there was a 
shortage of labor in the steel yards, this shortage was not as acute as 
was maintained at the time. 


TABLE I 
GROWTH OF THE LABOR Force ON E.F.C. Work IN SHIPYARDS BY MONTHS 
| Average Number of | Average Number of Total Employees in 


Month {Employees in Wood-Ship| Employees in Steel-Ship| Shipyards on E.F.C. 
| Yards on E.F.C. Work Yards on E.F.C. Work Work 














1917 
October 12,000 (est.) 76,000 (est.) 88,000 (est.) 
November........ 17,000 (est.) 103,000 (est.) 120,000 (est.) 
December......... 21,000 (est.) 125,000 (est.) 146,000 (est.) 

1918 

31,000 160,000 IQI,000 

38,000 166,000 204,000 

47,000 181,000 228,000 

58,000 200,000 258,000 

70,000 211,000 281,000 

77,000 237,000 314,000 

81,000 251,000 332,000 

85,000 267,000 352,000 

September Q1,000 280,000 371,000 

October Q1,000 284,000 375,000 

86,000 299,000 385,000 














These statistics do not include those employed in plants devoted exclusively to 
fitting out hulls after launching. They do include, however, some clerical employees 
(not more than a few thousand in number) who should be charged to construction work 
for the navy. 

The total number of employees listed in the table should not be confused with the 
number of men actually engaged in shipbuilding. In January, 1918, only 63.7 per 
cent of the employees were shipbuilders, while 26.4 per cent were engaged on plant 
construction, and 9.9 per cent were office employees. Indeed, until May over 20 
per cent of the men were working on plant construction. By October the percentage 
in shipbuilding had increased to 83.8 per cent of the total force, and the percentage on 
plant construction had decreased to 7.7 per cent. 


Despite the difficulties of drawing men to a new and exposed 
industry, where transportation and housing facilities were often 
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overcrowded and inadequate, the recruiting of the men for the 
industry as a whole was accomplished without elaborate adminis- 
trative organization by the Fleet Corporation itself. The one 
organization which was started, namely the United States Ship- 
yard Volunteers, was conceived and managed by the Shipping 
Board and the United States Department of Labor rather than 
by the Fleet Corporation officials. The 280,000 men who were 
enrolled in this organization were listed without proper investigation 
of their qualifications or as to whether they were engaged in 
other essential industries. Once enrolled, they were not called 
upon; for preference in employment was given to those who were 
unemployed over those enrolled in the Shipyard Volunteers. The 
men had expected that they would soon be called to service in the 
yards, and many gave up their jobs. The management of the 
Shipyard Volunteers, however, did not follow up the campaign of 
enrolment and did not work out with the shipyards any concerted 
plan whereby the labor requirements of the yards might be ascer- 
tained and men furnished to them. 

After August 1, of course, the shipyards were compelled to 
hire all of their unskilled labor through the United States Employ- 
ment Service. Skilled labor could, however, be hired through 
private agencies, and the labor scouts of the shipyards themselves 
were in most cases merely supervised by the Employment Service 
and allowed to act for their individual companies in the securing 
of both skilled and unskilled labor. 

The movement of labor to the yards was therefore voluntary 
and in the main unorganized. The facts which enabled the ship- 
building industry to obtain in this way the 300,000 men were prin- 
cipally the following: 

a) Higher wages than those paid in the majority of other 
industries. As has been stated, the Adjustment Board and the 
Fleet Corporation itself sought to make shipyard wages higher than 
the average wage level in order to draw men to the yards. A 
substantial differential was, on the whole, created. In certain 
sections of the country, however, the wage scale in outside indus- 
tries for some classes of labor caught up with and even surpassed 
that of the shipyards. On the Pacific Coast much difficulty was 
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experienced in retaining common labor in the shipyards, since 
lumber camps and other occupations were paying more for com- 
mon labor than the wage scale fixed by the Board. Late in the 
summer of 1918 the same situation with respect to common labor 
prevailed in the Middle Atlantic states. 

This attempt of the Board to fix higher wages than those in 
other industries was probably justified because of the urgency of the 
need for ships and the necessity of getting men to buildthem. The 
men thus attracted were, however, not only drawn from non- 
essential but from essential industries as well and the whole situation 
illustrated the necessity for a general standardization of wages which 
undoubted!y would have been effected had the war continued for a 
few months longer. 

b) Patriotic desire of men to assist the government. The need 
for ships was widely advertised, and many thousands of men went 
to the shipyards in order to help “do their bit.”’ 

c) Protection against draft. Under the selective-service law 
the general staff created an “ Emergency Fleet”’ listing, whereby, in 
addition to the ordinary industrial exemption granted to all essen- 
tial industries, additional men could be protected from the draft 
and the labor force constantly stabilized. Some 90,000 workers 
in the 800 shipyards and industrial plants having contracts with 
the Fleet Corporation were thus exempted from the draft under 
this form. Thus both patriotic reasons and the desire to escape 
military service operated to bring men to the yards and to keep them 
when they were once there. 

d) Payment by the Fleet Corporation of the transportation 
expenses of workers to the job. In order to facilitate the movement 
of men from inland points to the shipyards, the Fleet Corporation 
entered into an agreement with the United States Employment 
Service early in the winter of 1918 to pay the transportation of 
labor to the yards. This free transportation was not administered 
very efficiently by the Employment Service, and moreover it 
operated directly to increase the turnover of labor, because men 
could leave one job and go to another at the expense of the Fleet 
Corporation. One man traveled back and forth across the conti- 
nent three times at the expense of the Corporation. Just before 
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the conclusion of the armistice a system of control had been set 
up which promised to handle the matter. After the armistice was 
signed this payment, of course, was discontinued. 

While it is probably true that, taken as a whole, the yards of the 
country had nearly a sufficient labor supply, it is just as true that 
this supply was poorly distributed. Many yards had so many 
men that they could not be directed efficiently, and men were com- 
pelled to remain idle because of lack of work which they could do. 
The early days of the Hog Island and Submarine-Boat projects 
were but lurid examples; the same situation existed, though in a 
lesser degree, in many other yards. 

There were, on the other hand, other yards which were greatly 
undermanned, and the causes for the dearth of labor in these yards 
were primarily three: 

a) The individualistic attitude of the shipyard managements 
whereby each contractor was concerned only with his own contract. 
It was the common practice of shipyards to attempt to recruit 
labor not only from industries other than shipbuilding but from 
other shipbuilders as well. Sometimes this was done directly, 
and employees of another company were “scamped” by labor 
scouts who promised the men higher wages, more overtime, better 
housing, and a score of similar inducements. Sometimes it was 
done indirectly by advertisements stating supposedly superior 
advantages. 

The labor forces of many shipyards were crippled by this 
“scamping”’ of labor, and shipbuilders often seemed more interested 
in stealing labor from other companies than they were in retaining 
the supply that they had.t The employers who were most con- 
scientious and refused to “‘scamp”’ were those who were penalized. 
The result of this individualistic attitude was an enormous loss 
in productivity due to the loss of time in the shifting of labor 
and the impossibility of maintaining a stable force. 

b) Competition for labor by other government departments. 
A number of yards lost their men because other nearby govern- 
ment industries were paying higher wages than the yards could pay. 


‘ One enterprising labor scout is reported to have promised a group of shipbuilders 
on the street higher pay than they were then receiving, only to discover, after he had 
taken them to work, that they were already employed at his own yard! 
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c) Unattractiveness of certain shipyards and inefficient manage- 
ment. Wherever poor housing, inadequate transportation, and 
unsanitary and dangerous conditions existed men were loth to 
stay. This was heightened in many cases by the inefficient manage- 
ment of the plants, which made men discouraged and disgruntled. 
Thus inefficient management was a cause both of some yards having 
too much labor and of other yards having too little. 

It has been said above that the Fleet Corporation did not 
perfect an elaborate organization to deal with the problem of labor 
supply. Ashort time prior to the signing of the armistice, a Labor 
Supply Section was created in the Industrial Relations Division 
to deal with the matter. This section did not have sufficient time 
to demonstrate its usefulness, but it probably would have served 
to stabilize the situation and would have aided in supplying the 
additional men that would have been needed had the war continued. 
This section had perfected a system whereby the labor needs of the 
shipbuilders might be ascertained, and was devising methods where- 
by the labor could be supplied to the yards. It was indeed getting 
ready to allocate labor in much the same way in which the Supply 
Division had allocated materials. 

The most important task which the Labor Supply Section 
actually undertook was its canvass among the demobilization 
camps. Agents were placed in the thirty demobilization camps of 
the country to spread information about shipyard work to the 
soldiers, although work was not guaranteed to anyone. The 
names of the soldiers interested were filed, and the shipyards were 
then furnished with the names of men in their vicinity and put in 
touch with the returning soldiers. 


5. EMPLOYMENT MANAGEMENT 


Prior to 1918 only thirteen shipyards had employment depart- 
ments in any organized form. Yet as the war progressed the prob- 
lem of increasing ship production, with a steadily decreasing supply 
of workmen in industry, required shipbuilding managers to give 
special attention to securing, placing, and maintaining a competent 
and adequate force of workers. It has been found that in many 
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cases the greatest handicap to production is not the scarcity of men 
but the attempt to choose and retain employees without careful 
thought or plan. Accordingly the Industrial Service Department 
of the Fleet Corporation at first conducted pioneer educational 
activities to promote the establishment and improvement of 
properly functioning employment departments. The Employ- 
ment Management Branch of the Industrial Relations Division 
later co-operated with certain universities in training employment 
managers, provided the shipyards with detailed plans for employ- 
ment departments to meet their respective needs, and assisted in 
placing employment managers and assistants as openings for them 
developed. 

The more tangible results of this work may be indicated. In 
addition to correspondence, conferences, printed manuals, and 
organizing employment managers’ associations, surveys of employ- 
ment methods were made in fifty-two yards. Direct assistance 
was given in improving their procedure and in planning fourteen 
employment and service buildings. Standard forms on employ- 
ment procedure, handling labor loss, physical examinations, labor 
adjustment, and other approved practices were prepared and made 
available to all yards. Forty-one representatives of shipbuilding 
companies took the employment-management courses. Twenty- 
nine men were also trained as reserve employment managers, and 
from these twenty-three were placed as employment and service 
managers and assistants. New centralized employment depart- 
ments were established in twenty-one shipyards. 

These various improvements have probably contributed to the 
stabilization of labor employed in shipbuilding. Complicating 
factors due to the unsettled industrial conditions of war time, 
especially aggravated in the expanding shipbuilding industry, 
enter into the situation and prevent a fair comparison of different 
periods as to the stabilizing effects of proper methods of employment 
management. No conclusions, therefore, are deducible from the 
chart of the percentage of labor turnover, given later in this article, 
as to the effect of improved employment procedure on turnover. 
Further experience alone can provide data upon which to base 
reliable deductions. 
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6. THE TRAINING OF MEN 


The mere addition of 285,000 men to shipyards did not solve 
the problem of building ships. A large percentage of these men 
had to be trained. In November, 1917, this work was organized 
and two methods were adopted, (a) that of training skilled ship- 
yard craftsmen to become instructors, and (b) that of using these 
instructors as teachers of green men upon the job in the shipyards 
to which they returned. 

Thirty-seven training centers for the training of instructors 
were established, covering all sections of the country. Approxi- 
mately 1,100 instructors were given the six-weeks training course, 
the aim of which was to enable them to teach what they already 
knew. The men who had been given the instructor training 
returned to the seventy-one yards from whence they had been 
sent and started to train workmen on the job.’ 

These training courses in the shipyards were brought under the 
control and supervision of the Fleet Corporation by an ingenious 
$1.00-a-day bonus given to those yards with properly established 
training departments, which was to be shared equally between 
learner and employer if the learner should stay in the employ of the 
yard for seventy-eight days. 

Of the 285,000 which were added to the shipbuilding rolls from 
October, 1917, to October, 1918, it is probable that one half went 
into types of work for which little or no training was required. 
The remaining half, or approximately 140,000 in all, did need 
training. How far was this need met by the training system which 
was set up by the Fleet Corporation? Careful estimates made by 
the Education and Training Section indicate that the 1,100 instruc- 
tors trained approximately 80,000 men, or about 57 per cent of all 
that needed training. 

It was possible to do this because it was found that men could 
be trained for shipbuilding trades in a relatively short period of time. 
Statistics from twenty-one yards indicate that the average training 
period for all men was nineteen days.” 


All but three®of these were steel-ship yards. The system of training was not 
adopted by wood-ship yards to any extent. 

2 I am indebted for these statistics to Mr. E. E. MacNary, head of the Education 
and Training Section. 
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Table II shows the length of training period by trades. When 
the learners left their training course they were able in the main 
to hold their own with experienced journeymen, while in certain 
cases they even excelled the journeymen in the latter part of their 
training period. The men who were thus taught trades were 
drawn principally from unskilled shipyard work and from manufac- 
turing. The fact that these men could be adapted to specific 
trades in so short a time throws an interesting sidelight upon the 
amount of skill required in modern industry under the division of 
labor. One of the most notable contributions to the theory of 
vocational education was the fact that these men were trained on 
the job at actual processes under normal working conditions. 
Supervised by an instructor, they worked in groups alongside of 
other groups of experienced workmen. It is noteworthy that 
they did better work in these cases than when they were attached to 
“school hulls,” that is, hulls upon which only learners were 
employed. 

TABLE II 


LENGTH OF TRAINING PERIOD FOR TWENTY TRADES IN TWENTY-ONE 
YARDS, COVERING 9,700 MEN 








Average Days Average Days 
Trade for Each Trade Trade for Each Trade 





Riveters 28 Machinists........ 39 
Holders-on 14 39 
10 Regulators 12 
Ship fitters SI Gas welders 30 
28 Electric welders. ... 28 
Drillers 13 23 
ROAMOTS. ..... 2200 12 21 
10 Ship carpenters... . 48 

8 Hand caulkers 34 
20 Tank testers 33 

















Other educational activities carried through by the Education 
and Training Section were (a) supplementary industrial training 
for journeymen by means of short courses on the principles of their 
trade; (b) technical education for members of the supervisory force; 
(c) electric welding, in which, through the efforts of the Education 
and Training Section, a new technique was developed, as well as 
instructors trained; and (d) foremen training. 
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It is not too much to state that the education and training 
carried through by the Fleet Corporation was a notable achievement 
in the field of vocational education. 


7. HEALTH AND SANITATION 


It is impossible to appraise fully and accurately the effect on 
production of the medical and sanitary measures that were fostered 
by the Industrial Relations Division to improve and maintain the 
physical welfare of shipyard workers. But the Health and Sani- 
tation Section, which has now become a part of the Public Health 
Service, functioned effectively in dealing with the concrete prob- 
lems facing it. The field sanitary engineers inspected the shipyards 
every thirty days. The section supervised and organized first-aid 
work for injured men and provisions for medical attention, dispen- 
sary and hospital facilities, medical inspection and quarantine. It 
improved the sanitation about the shipyards as to water supply, 
toilets, sewage disposal, bathing facilities, pure food, and mosquito 
extermination. State and local communities were directly induced 
to appropriate $672,000 for exterminating mosquitoes in shipbuild- 
ing districts, and the mosquito nuisance was reported to have been 
virtually eliminated at Hog Island and at the shipyards of Chester, 
Pennsylvania, and Camden and Gloucester, New Jersey. Epi- 
demics of smallpox and typhoid fever were successfully handled in 
seven localities, and vaccine and typhus serums were supplied to 
all yards when needed. Special aid was rendered during the influ- 
enza epidemic, and where the scourge threatened serious curtail- 
ment of shipbuilding temporary hospitals were erected. 

A comprehensive survey of medical and sanitary conditions in 
shipyards has also been recently undertaken, with a view to having 
a basis of facts upon which to proceed henceforth. Much remains 
to be accomplished before adequate sanitary standards may be 
said to obtain in every shipyard, but the measures already pursued 
have been of decided educational and material advantage. 

8. SAFETY ENGINEERING 

The newness of the industry, the inexperience of the men and 
the management, and the haste with which shipyards were con- 
structed and ships built would be expected to lead to a vastly 
increased rate of personal injuries to ship workers. In the early 
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months of the war, indeed, signs were not wanting that such was the 
case. The stories about the dangerous character of the work which 
were so widely circulated in the late months of 1917 and the early 
winter of 1918 were not wholly products of enemy propaganda. In 
many cases they but mirrored the true condition of affairs. 

The work of the Safety Engineering Section in meeting this 
situation has been most notable. Although established in January, 
1918, it was not until the creation of the Industrial Relations 
Division that its district organization was authorized and began 
to function. Prior to this time only 8 per cent of the shipyards 
had safety organizations. The district safety engineers made it 
their practice to begin by interesting the officials of a shipyard 
company. Central and departmental safety committees were then 
promoted, and in yards which were large enough safety engineers 
were appointed by the company. Safety conferences and com- 
mittee meetings were held, at which the district safety engineers 
made addresses. Pamphlets were distributed and bill posters 
exhibited, all emphasizing the necessity of safety measures to the 
employees. Surveys of yard conditions were conducted, and 
standard safety specifications for plant construction and equipment 
were furnished to all yards. On January 1, 1919, over 70 per cent 
of the yards had safety organizations, or nearly a ninefold increase 
over the number six months before. 

It is possible to compare the pre-war accident rates with those 
of the war period after safety measures had been partially set up. 
Chaney and Hanna’s study of accident and accident prevention in 
marine building shows that in steel-ship yards in 1912 there were 
217.8 accidents causing loss of a day’s work or more for every 1,000 
full-time workers per year, or 18.2 per month.’ Statistics gathered 
for the last quarter of 1918 from twenty-four typical steel yards 
employing over 100,000 men show the following accident frequency 
per 1,000 workers in attendance per month: 


Month Accident Frequency Rate 
eee kk eS eh ke oe se e ee 
November Cook se oe me ae ce 
er rn: 


* Accidents and Accident Prevention in Machine Building, Bulletin 216, U.S. 
Bureau of Labor Statistics, p. 30. 


2 This includes men working in shipyards on both hulls and boilers. 
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These statistics show a decrease in accident frequency to a point 
slightly over one-third of the former rate. 

The frequency rate computed on the same basis for forty-one 
wood-ship yards employing approximately 35,000 men was as 


follows: 
Month Accident Frequency Rate 


ee & kee KR He ES 
November ee «2 && @ B eee 
ES a S &. & ok SB oh om see ee 


It is important, however, not only to ascertain the decline in 
the frequency of accidents, but also to determine whether the rela- 
tive severity of accidents decreased. As is well known, a standard 
weighting system for accidents has been devised by Dr. Chaney. A 
substantially similar one was used by the Safety Engineering Sec- 
tion, so that the results are comparable.’ Dr. Chaney found that 
in steel-ship building in 1912 accidents caused a loss of eight days 
for every full-time worker per year, or 0.66 days per month.? 

The accident severity rate per month during the last quarter of 
1918 for the twenty-four steel-ship yards furnishes an interesting 


comparison with this: 


Accident Severity Rate 
(Days per Month) 


i nn 
November ‘¢-*® « & BS & cee 
December. 2 sw st th lth hlUc hUr hl! hh 


Month 


It will thus be seen that the severity rates, with the exception of 
October, were substantially lower than in the pre-war period. 
In the forty-one wood-ship yards, however, the record was not 


so favorable. 
Accident Severity Rate 
(Days per Month) 


OOO sk 6 se *& EM KE BEe = Bee 
November ie & id & & @& See 
December. « «© «© © «© «@ *% «© + @EQO 


Month 


If anything, the rating adopted by the Safety Engineering Section was slightly 
more severe. 

2 This should not be interpreted to mean that these days were actually lost during 
the specific year or month. It merely means that accidents which occurred during 
this time caused either during that year or in future years a loss of this amount of time. 
For instance, Dr. Chaney rates a death as 9,000 working-days. Thus the loss of time 
due to this accident would be spread over thirty years. 
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Although more detailed statistics are not available for months 
since December, 1918, the facts at hand seem to indicate that there 
has been a somewhat steady decrease in the frequency and severity 
of accidents. It seems probable that, as a result of safety measures, 
from 12,000 to 13,000 fewer accidents occurred during the last 
quarter of 1918 alone than would have occurred had the pre-war 
conditions existed.t Such a showing is all the more remarkable 
when the sudden expansion of the industry and the addition of 
nearly 300,000 “‘green men’’ is considered. 

The reduction of accidents effected by the Fleet Corporation, 
however, not only saved many lives and much human loss but also 
materially reduced the labor cost to shipbuilding companies and 
thus to the Fleet Corporation. Sixty-nine shipbuilding companies 
were enabled to secure a reduction in their insurance premium 
because of the safety measures introduced at the instance of the 
Safety Engineering Section. This reduction totaled in all several 
millions of dollars.’ 


Q. THE INSTABILITY OF LABOR 


Table III and Chart I show the labor turnover from January 


to September, 1918, for 90 representative companies which in 
September employed 273,632 shipbuilders. The table shows the 
following: 

a) That the turnover for the country as a whole was at an annual 
rate of over 200 per cent in practically every month. In some 


* While reading the proof of this article, a further study by Dr. Chaney appeared 
which affords a basis for further comparison. Dr. Chaney, after a study of the 1917 
accident rates in several long-established shipyards, finds that, though the accident 
frequency rates decreased from 217.8 for every 1,000 full-time workers per year as in 
1912 to 60.9 in 1917, that the accident-severity rates increased from 6.6 to 10.8. 
It is probable that the newly established yards had a much higher frequency rate in 
1917 and the early part of 1918 than these long-established yards and that their 
accident-severity rate was as high if not higher. The work of the Safety Engineering 
Section, therefore, appears to be even more effective than indicated above as respects 
the decrease in the severity of accidents, although it is possible that its influence in 
causing a decline in the frequency of accidents was not as great as might be expected 
from the 1912 figures. For the later study of Chaney’s, see Monthly Review, Bureau 
of Labor Statistics, April, 1919, p. 16. 

? As has been explained, the increased labor cost caused by the decisions of the 
Adjustment Board was ultimately paid for by the Fleet Corporation. The increase in 
wages necessitated a consequent increase in insurance premiums which was chargeable 
against the Fleet Corporation. A reduction of the insurance premium therefore 
decreased the amount which the Fleet Corporation was compelled to reimburse. 
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months it was as high as 300 per cent. In other words, it was 
necessary to hire from three to four men in a year in order to increase 
the working force by one." 

TABLE III 


TURNOVER PERCENTAGES FOR SHIPBUILDING EMPLOYEES 
(Yearly seid 








| 

| 

| REPORT- 
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| Every 
| 

| 

| 

| 

} 

| 
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DIsTRICTS 


FEBRUARY 
Marcu 
SEPTEMBER 
NINE 
MONTHS 


MonTH 





Steel-Ship Yards 





| 
202 165 | 178 | 195 } 168 | 170 | 196 | 243 | 225 | 180 | 177 | 219 
189 | 204 | 146 | 153 | 183 | 199 | 170 | 224 | 257 | 176 | 180 | 214 
rrr | rr2 | ass ron < | 140 | 190 | 270 | 191 od 11g | 218 | 


North Atlantic 
Delaware River 
| | 


Middle Atlantic 
176 | 212 | 13 | 168 | 160 | 199 | 174 47 | 149 | 175 























Southern | 
Gulf } } No pe A building companies in this district 
! 


Great Lakes......./ 219 | 199 | 233 | 192 | 181 | 138 | 190 | 398 | 205 | 214 | 168 | 195 


North Pacific. . . 8 184 234 276 | 374 362 | 407 | 369 | 332 | 313 | 229 | 380 | 340 | 
| 
| 





No. 11 F | | No steel-ship building companies in this district 
South Pacific... ....| 262 | 3290 | 371 | 248 | 237 | 256 | 270 | 244 | 198 | 317 | 246 | 238 | 


Fabricating Yards 4 287 | 205 | 213 | 114 3 277 | 257 | 543 | 705 | 220 | 105 489 | 








| | | 
All districts......| 48 2or | 216 | 226 | 216 | 205 | 229 9 | 235 | 208 | 242 212 | 216 | 251 
| | | | 





Wood-Ship Yards 





North Atlantic | 197 | 209 | 246 | 198 | 172 | 169 | 240 | 211 | 224 | 216 
Delaware River | | No wood-ship building companies in this district 
Middle Atlantic. . | 163 | 217 | 55 | 161 go | 134 | 231 | 112 79 | 117 
Southern 276 82 | 146 | 209 | 197 | 221 | 360 | 217 | 276 | 151 
Gulf 217 | 247 | 260 | 189 | 258 | 335 | 254 | 212 | 268 | 239 
Great Lakes 190 | 35 | | 189 | 138 o | 356 | 404 | 348 | 87 
197 | 172 | 281 | 263 | 271 | 247 | 249 | 263 | 235 | 210 
No. 11 178 | 122 | 174 | 2390 234 - 27 222 | 250 | 158 
South Pacific 144 | ae 257 | 205 | 17 231 | 174 | 203 | 195 
Fabricating Yards No a. 4 ais building companies 


North Pacific 


UN OHUskn 








| 192 | 17 76 r 222 | 218 | 214 | 234 wad ba 266 dk 220 | 242 | 194 | 223 | 244 


> | 
wu 


All districts. 








Description of districts: (1) North Atlantic—all yards north of Newark, N.J.; 
(2) Delaware River—all yards on Delaware River; (3) Middle Atlantic—all yards on 
Chesapeake Bay, Potomac River, and Atlantic Coast from Baltimore, Md., to Wilming- 
ton, N.C.; (4) Southern—all yards from Wilmington, N.C., to Mississippi River; 
(5) Gulf—yards west of Mississippi on the Gulf; (6) Great Lakes—all yards on Great 
Lakes; (7) South Pacific—all California yards and those of Coos Bay, Ore.; 
(8) District 1r—all wood-ship yards in Oregon and on Columbia River, save those of 
Coos Bay; (9) North Pacific—all wood-snip yards in Washington save those on the 
Columbia River (which are in District 11) and all steel-ship yards in Washington and 
Oregon. 


* The method of calculating the labor turnover was as follows: The number of 


shipbuilding employees on the pay-roll for each week during each month was added, 
and the sum was divided by the number of weeks in the month. This method secured 
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b) The turnover for wood-ship yards was slightly less than that 
for steel yards. 

c) The turnover for the three fabricating yards‘ was the highest 
of all types of construction, averaging 447 per cent for the nine 


LA ER 
FOR SHIPBUILDING EMPLOYEES OF 90 COMPANIES 


Cuart I 


d) The turnover was heaviest in the Pacific Coast yards and 
those north of Chesapeake Bay, while it was lightest in the yards of 


the average number on the pay-roll. The average number of shipbuilding employees 
on the pay-roll was divided into the number of shipbuilding employees replaced during 
the month, giving the turnover percentage for the month. The monthly turnover 
percentage was reduced to a yearly basis for purposes of uniform comparison by 
multiplying the monthly percentage by the factor 10.4 (that is, 52 divided by 5) when 
5 weeks were included in the month, and by 13 (that is, 52 divided by 4) when 4 weeks 
were included in the month. When the pay-roll was increasing, the number of men 
replaced would be the number lost from the pay-roll (in operations), while when the 
pay-roll decreased the number of men replaced would be the total number hired. 

‘ Fabricating yards are so termed because there is no fabricating done at them! 
The parts are prepared at various other plants and shipped to these yards, where they 
are assembled. The term ‘‘assembling yards” would be much more accurate. 
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the Great Lakes and those of the Middle Atlantic district (Chesa- 
peake Bay to Wilmington, North Carolina). It is not an accident 
that the districts where the turnover was the heaviest were those 
where there had been the greatest violation of the Macy scale and 
the heaviest competitive bidding for labor by the shipyards. 

e) The turnover was lightest in the winter months and increased 
during the late spring, summer, and fall. It is difficult to tell 
whether this was purely a seasonal variation, or whether it was due 
to the competitive bidding for labor in excess of the established 
scale. This latter factor made the situation worse as time went on." 

Turnover is not the only factor in the instability of labor. 
Though absenteeism is often confused with turnover, it is really 
a separate item. Absenteeism differs from turnover in that, while 
turnover represents a changing of positions, absenteeism represents 
the absence from a position while one is employed. 

Table IV and Chart IT show the percentage of attendance of all 
employees (not shipbuilders alone) in go representative companies. 
These companies employed over 320,000 workmen in September, 
1918.” 

It must be clearly realized that this percentage of absenteeism 
merely measures the number of full days lost. It does not include 
absenteeism resulting from (a) half-days absent and (6) tardiness. 

* Dr. Boris Emmett’s study in an automobile establishment indicates that the 
labor turnover in that plant uniformly increased during the spring and summer months 
and decreased during the winter. This may be due to the greater prevalence of employ- 
ment during the summer months, which entices workmen from job to job, while in 
the winter they feel that they should hold on to whatever jobs they have. (See 
“Labor Turnover and Employment Policies of a Large Motor Vehicle Manufacturing 
Establishment,” by Boris Emmett in the Monthly Review of the United States Bureau of 
Labor Statistics, VII, No. 4 (October 1918), pp. 1-18. 

2 The method of computing attendance figures was as follows: The average daily 
attendance for each week is calculated by adding the attendance for all the days of 
the week save Sunday, and dividing by 6. The ratio of this average daily attendance to 
the total number on the pay-roll expressed in percentage gives the average attendance. 
The difference between this and 100 per cent is the amount of absenteeism for the week. 
To reduce this to a monthly basis, a somewhat complicated procedure is followed, 
whereby four months during the year are treated as including five weeks and eight 
months as including four weeks, the aim being to make the weekly periods and the 
monthly periods coincide as evenly as possible. The percentage of attendance for the 
respective number of weeks in the month is added, and is then divided by the number 
of weeks, which gives the average attendance for the month. 
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The real amount of absenteeism, therefore, is probably greater 
than that indicated by the statistics given. 


TABLE IV 


AVERAGE PERCENTAGE OF Pay-RoLtt in Dairy ATTENDANCE FOR ALL EMPLOYEES 








DistRICcTs 





JANUARY 
FEBRUARY 
SEPTEMBER 


Steel-Ship Yards 








69.0} 
79.1) 


North Atlantic y : , .o} 78.1 ’ -7| 83.3] 78.3 
Delaware River. ... 8) -5) ‘ -4| 84.2 ; .0o| 85.7| 81.2 
Middle Atlantic.... ; ‘ ? .4| 78.7 ‘ .2| 74.6) 80.2] 71.3 
-5| 84 ; .3| 86.4] 85.9| 87.3 
ip building companies in this district | 
Great Lakes P : is. -5| 83. 7| 88.8) 86.0) 86. § 83.8] 79.9) 
North Pacific ’ , ‘ .9| 80. 5| 87. 7| 85.1| 85.6] 83.3] 90.1! 
y v ip building companies in this district 


NO. 

South Pacific...... . : . 8.8) 90.5] 92.5] 88.8] 94.0 82.5] 88.7) 

Fabricating Yards. . 3 ; A , ‘ 82.2) 87.2| 83.4] 80.3] 82.2] 69.8 
All districts , i ‘ : 84.0 $6.6 83.9 %.4 81.7 77.7) 





























Wood-Ship Yards 





83.1| 84.0! 86.2 87.81 36.8 | 88.6 $0.5! 80.0 
No wood-ship building companies in this district 
7 79.1| 79. 78.1| 83.8] 79.2] 74.3 

7 9} 86.4] 80.1] 81 80. 

.0| 83.7] 80.5] 80.0] 78 
.6| 85.9] 89.7] 98. 
° 

‘ 


North Atlantic..... 79. 
Delaware River. ... 
Middle Atlantic... . 69. 
Southern 78. 
Gulf 74. 
Great Lakes....... 81. 
North Pacific 90. 
No. 11 Ql. 
South Pacific....... go. . ‘ 95 92. 
Fabricating Yards. . | No 5 weak “ship building companies 
| ] 
All districts... | 84.7] 84.x} 86. 5 87.2| 87.8) 88.6] 86. s| 88.7 88.7| 84.8) 85. 


89. 
gr. 
88. 


§ 92.7] 91. | 04 
. “s _ 9-3) 93 


DOW KHAD & 
CAARADRONS © 





3 
-4| 6 
-4 : 79-5 
.0 -7| 82.5 
-3 9 
- I 

9 


NONFSONKRO Ww 



































The following facts appear from Table IV: 

a) That the percentage of days lost per month for the country as 
a whole ranged in steel-ship yards from 26 to 13.3 per cent, and 
in wood-ship yards from 15.9 to 11.4 per cent. The average 
absenteeism for the nine months in the steel-ship yards was 17.8 
per cent, in the wood-ship yards, 13.2 per cent. 

b) That absenteeism was approximately 25 per cent less in the 
wood-ship yards than in the steel-ship yards. 

c) ‘That absenteeism was higher in the winter months than in 
the spring and summer. This was particularly true of the steel 
yards. Climatic reasons were undoubtedly a large factor. 
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d) That absenteeism is highest in the yards of the Northern 
Atlantic states and lowest in those of the Pacific Coast. Here 
again it is probable that the equable temperature of the Pacific 
Coast was responsible in a large part for the better showing made by 
these yards. 


feo RVERAGEP CENTOF PAYROLL IN DAILY ATTEN DANCE 
ll FOR Soak | j ye OYEES OF 90 COMPANIES 


—_—— 


RAGE 


Cuart II 


IV. EVALUATION OF RESULTS 


I. PRINCIPLES UNDERLYING THE LABOR POLICY OF THE FLEET 
CORPORATION 

Had the managers of the Fleet Corporation been asked, ‘‘ What 
is the philosophy upon which your rulings and policies are based ?” 
they would probably have replied, ‘We have none. We are here 
to build ships.” Speed was their aim. They wanted results. 
The multitude of question that poured in upon them were 
decided, therefore, in the light of this purpose and not by a priori 
theories. From the accumulation of their decisions, however, the 
student can detect certain fundamental principles being crystallized 
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and an inductive industrial philosophy being formed, of which the 
promulgators themselves were almost unconscious. 

There were really two basic principles upon which the labor 
policy was based, the implications of which were perhaps grasped 
by only a’ few: (a) The first of these was that the hearty support 
and co-operation of labor was necessary to attain any modicum 
of success. (b) The second was that the ordinary peace-time 
method of competition between shipyards was not only inadequate 
to build the necessary ships under war conditions but was on the 
whole an actual impediment. 

Shipbuilding in war time demonstrated the importance of the 
worker. It was possible in peace time, with the plentiful labor 
supply, to take less account of labor, but it was impossible in war, 
for the success of the whole program depended largely upon the 
zeal and efficiency of the laboring-men. The Fleet Corporation 
could not wash its hands of its labor problem by delegating its 
responsibility to its contractors, and could secure the co-operation 
of labor, not by autocratic commands, but only by taking 
the workers into its confidence and by jointly sharing with 
them the settlement of their problems. The creation of the 
Shipbuilding Labor Adjustment Board was the most important 
recognition of this truth which any great industry in America has 
ever made, and throughout the administration of labor matters 
by the Fleet Corporation it was found absolutely essential to secure 
the co-operation of the workers themselves. Many of the charges 
that the workmen have been ‘‘coddled” come from those who do 
not understand the significance of labor which the war has revealed. 
Such statements are based upon the implicit belief that the 
workers should do what is ordered by economically stronger 
classes, and that they should be servants of the state but not 
members of the state. 

The other basic principle, namely, the supplementing and 
restraining of competition, did not manifest itself so quickly, but 
it emerged after a time as a necessity. 

It was necessary to supplement competition, because the 
work performed by the Education and Training, the Safety Engin- 
eering, and the Health and Sanitation sections, together with the 
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Employment Management Branch and other agencies of the Cor- 
poration, would never have been performed by the shipbuilders 
themselves, for the following reasons: 

a) While it was for the interest of the industry as a whole that 
these facilities should be provided, it need not have been for the 
interest of any particular yard to perform these functions. If an 
employer, for instance, provided training for his men at his own 
expense, there was every likelihood that some other shipyard which 
had not undergone the expense of training men would offer these 
men, once trained, more than their original employer could pay and 
would thus entice them away. The offering of these advantages by 
a central agency, such as the Fleet Corporation, however, relieved 
any individual yard of the burden and extended these facilities to 
the industry as a whole. Though the movement of newly trained 
men from yard to yard still continued, nevertheless the industry as 
a whole possessed these trained workmen, a gain which would hardly 
have materialized had the Fleet Corporation depended upon the 
initiative of individual employers to furnish them. 

b) It was necessary for the Fleet Corporation to provide these 
services, not only because it was not to the economic interest of 
individual shipyards, but also because of the ignorance on the part 
of many shipbuilders of what was actually to their economic inter- 
est. It was not easy for the owners to understand that good health, 
safety measures, and efficient employment methods meant an 
increased output. The Industrial Relations Division performed 
valuable educational work in impressing the necessity for these 
measures upon indifferent and even hostile concerns. 

c) By reason of the nation-wide extent of the organization, 
improvements in matters relating to iabor could be pooled and then 
quickly extended to all other plants instead of being confined to a 
few. Illustrations of this can be drawn from such diverse items 
as the invention of an appliance which lessened the vibration in 
riveting, methods of managing plant cafeterias, and a plan devised 
by one district representative of organizing shop committees. 

The officials of the Corporation slowly learned, moreover, that 
competition must be restrained as well as supplemented. This 
was first learned in the supplying of raw material to the shipyards. 
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It was necessary to centralize the purchasing and distribution of 
steel, of lumber, and of other materials, because each plant tried 
to ‘play safe” and accumulated more than it needed. Some 
yards were consequently unable to get the raw materials that they 
needed. It became almost equally necessary to restrain the com- 
petitive methods of attracting labor. The treating of the Macy 
rates as maxima as well as minima was only one step in the attempt 
to prevent firms from enticing labor from other shipyards. The 
Corporation expressly forbade a concern to take men intentionally 
from other yards, it used all its influence to punish yards which had 
so offended, and it tried to bring about the return of the men who 
had been enticed away. 

In the fall of 1918 the Corporation found it necessary to regulate 
advertising for labor, which many concerns were conducting 
injudiciously, and it issued a General Order regulating advertising, 
which is perhaps unique. By it shipyards were forbidden to state 
any special advantages in the form of wages or working conditions 
and were required to state that they would not employ anyone 
working in another shipyard.’ 


2. DEFECTS AND MERITS 


So great was the necessity for haste that it is small wonder 
mistakes were made in building up from nothing a system of labor 
administration and control. Rather is it remarkable that the 
mistakes were upon the whole so few, and that the conspicuous 
merits far outweighed them; but both mistakes and merits alike 
are of distinct service in pointing out what labor policy a nation 
should pursue in war time and in peace time as well. 

Among the most important defects were: 

a) Delay in setting up an adequate administrative machinery to 
enforce the rates authorized by the Shipbuilding Labor Adjustment 


* The restrictions imposed were as follows: 

a) Every advertisement whether for skilled or unskilled labor must contain the 
following statements: ‘“‘Ne ene working in an Emergency Fleet Shipyard should 
apply. Wages and working conditions are the same in all such shipyards.” 

b) No advertisement whether for skilled or unskilled labor shall state (1) number 
of men needed; (2) rate of pay; (3) the amount of overtime or rate of compensation 
for overtime; (4) housing, welfare work, or similar inducements; (5) inducements in 
violation of the wages and standards fixed by the Shipbuilding Labor Adjustment 
Board. 
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Board. It is perhaps an American characteristic to enunciate a 
policy and then neglect to provide machinery to see that it is 
carried out. The Fleet Corporation and the Adjustment Board 
shared in this American vice. A more thorough organization with 
several full-time men in each district should have been created early. 
The Corporation was relatively slow to realize the necessity for a 
separate system of labor control with administrative decentraliza- 
tion. Had this been in existence earlier, the violations, both those 
above and those below the Macy rates, would have been fewer. 

b) A rather loosely administered system of reimbursement for 
added labor cost. There can be little question that many yards 
were reimbursed, temporarily at least, for amounts in excess of the 
actual Macy scale. This was partially caused by a shortage of 
competent accountants, which rendered the work of detecting 
these amounts more difficult, and the necessity for training more 
and better accountants was thereby sharply emphasized. 

c) A too liberal contract system. Though the contracts for 
the Fleet Corporation probably protected the government more 
than those of other government departments, yet many were unduly 
favorable to the contractor. The cost plus percentage contracts, 
the number of which became fewer as time went on, directly encour- 
aged extravagance in labor matters upon the part of the contractor, 
while the cost plus fixed fee contracts and agency contracts, where 
the Fleet Corporation bore all the expense, did not sufficiently 
discourage such extravagance. Costs were often unduly swollen, 
and an extravagant attitude was created toward labor matters. 

d) Failure to provide an adequate labor-requirements ma- 
chinery. The Fleet Corporation should have established relatively 
early a staff to estimate the labor requirements of the various yards 
and the country as a whole, concerning the number and kinds of 
men needed at varying periods of time. This should have been 
roughly computed from the estimated production program as it 
varied, although the uncertainties in the program would have 
rendered the work exceedingly difficult. Such estimates could have 
been checked up by estimates from the yards themselves. This 
system would have furnished the United States Employment 
Service with an accurate list of labor requirements and would 
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have guided the various activities of the Corporation, as, for 
instance, the Education and Training Section and other sections. 
Had such a section been in existence the Shipyard Volunteers’ 
fiasco might have been avoided. It is only fair, however, to say 
that such a centralized system of labor requirements had never 
been created in the country, and it is not wholly proper to reproach 
the officials of the Corporation for having failed to create such 
machinery de novo. 

e) Failure to acquaint all groups with the real policy of the Fleet 
Corporation and Adjustment Board. In a country as large as the 
United States the co-operation of all parties cannot be obtained 
merely by the action of committees representing both sides. It 
is vitally important to educate and inform the rank and file of 
both employers and employees as to the reasons for and necessity 
of the policies and methods adopted. 

The fundamental merits of the work must also be remembered, 
however: 

a) The necessity of recognizing the principle of collective bar- 
gaining and of granting labor a voice in the determination of its own 
conditions was demonstrated beyond a doubt. 


b) For the first time a great government industry realized the 
necessity for a separate and co-ordinate organization to deal with 
labor problems. 

c) It was shown that industrial disputes not only should be 
settled after the fact but should be headed off by a thorough 
examination into and removal of the basic causes of labor unrest. 


Not only did this policy prevent interruption in production, but it 
increased the efficiency of the men while at work. 

d) Theindustry was viewed as a whole, and measures were taken 
to supply the needs of all plants, instead of depending upon the 
self-interest of the individual contractor to furnish the services for 
the industry. 

e) The principle of basing wages upon increase in the cost of 
living was officially recognized and applied throughout an important 
industry. Whatever may be the inadequacies in merely maintain- 
ing the status quo of a standard of living which may have originally 
been too low, there can be no question that it was a big improvement 
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over what would have happened had the market system of adjust- 
ing wages been followed, with all its accompanying friction. Had 
not the Fleet Corporation interposed, there is little doubt that the 
standard of living, instead of being maintained, would have been 
impaired. 

f) During the period after the Shipbuilding Labor Adjustment 
Board and the Industrial Relations Division were functioning 
and prior to the signing of the armistice, there were no strikes or 
lockouts, save of momentary character, in yards doing work for the 
Fleet Corporation.’ Industrial peace was thus roughly attained. 
This should not be understood to mean that there were no rumblings 
of discontent, but merely that no actual interference with produc- 
tion occurred during hostilities. When the temper of both employ- 
ers and workmen is considered, this is perhaps the most outstanding 
proof of the success of the efforts of the shipyard labor adminis- 
tration. There can be little question that had it not been for the 
Labor Adjustment Board and the Industrial Relations Division 
the tonnage built would have been less by several hundred thou- 
sand tons. 

V. THE FUTURE 


The Shipbuilding Labor Adjustment Board, though its duration 
was not limited by either of the memoranda creating it, was dis- 
solved on April 1. During the months of February and March 
many efforts were made to devise some machinery to take its place. 
The peace-time problem is naturally different from that of war, if 
for no other reason than that the shipyards will soon be producing 
primarily for private and not for government account. By July 1 
of this year the wood-ship yards will be practically through with 
Fleet Corporation work, while 30 per cent of the steel-ship yards 
formerly occupied on government work will be freed for private 
construction. By December, 19i9, over 60 per cent of the steel- 
ship ways will so be free.? 

* The Seattle shipyard strike which led to the general strike occurred January 21, 
1918. This is a story in itself. The settlement was in strict accord with the 
principles which governed the Shipbuilding Labor Adjustment Board and the 
Industrial Relations Division. 

? The prohibition upon the building of steel ships for foreign account has not as 
yet been raised, but it is expected that it will be very shortly. 
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The Emergency Fleet Corporation therefore could no longer 
presume to act for the builders as it had been compelled to do 
during the war. The shipbuilders themselves, who had not been 
parties to the formation of the Board, were the only ones who could 
enter into a general agreement with the unions. 

After a series of conferences it seems to be undoubted that 
several boards will replace the Adjustment Board. After a stormy 
two weeks’ conference in Washington between representatives of 
the local unions and employers from the Pacific Coast, together 
with representatives of the international unions and the Fleet 
Corporation, an agreement was drawn up providing for the creation 
of a board for the Pacific Coast with ten members, with a continua- 
tion of the principal conditions established by the Adjustment 
Board, save that the 44-hour week was established for the entire 
year, and not merely for the summer months, as at present. The 
board, if constituted, will have power over wages, hours, con- 
ditions of labor,: classification, grievances, etc. The local coast 
unions will undoubtedly have a larger voice in representing labor 
on this board than the international unions, and thus one cause of 
friction will be removed. This agreement has been approved by 
the employers and will be voted upon by the local unions, by whom 
it will undoubtedly be rejected. 

Although some employers on the Atlantic Coast and Great 
Lakes are refusing to sign collective agreements with the American 
Federation of Labor, it is probable that the vast majority of them 
will do so. The American Shipbuilding Company, a concern with 
six yards on the Great Lakes, has already signed such an agreement. 
The two agency yards of the Fleet Corporation (the American Inter- 
national Shipbuilding Corporation at Hog Island and the Merchant 
Shipbuilding Corporation at Bristol, Pennsylvania), have also signed 
such an agreement, as have the various plants of the Bethlehem Ship- 
building Company. Many others are about to fall in line and it is 
probable that from these individual agreements district boards for 
the Atlantic Coast and Great Lakes will ultimately be built up. 

Until some machinery is set up and functioning the Emergency 
Fleet Corporation will maintain the rates and conditions of labor 
established by the Adjustment Board and will probably use these 
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rates as the basis of reimbursement for all its contract settlements, 
although of course yards may out of their profits pay the workmen 
more than the scale. 

Whatever boards are set up will be based upon and will take 
over the principles and policies established by the Labor Adjust- 
ment Board and the Industrial Relations Division. Thus in this 
newest of industries, perhaps chiefly because of the lack of long- 
established business inertia, the governmental policies evoked under 
the stress of war-time pressure are to be taken over as the basis for 
future peace-time action. One, at least, of war’s gains is apparently 
to be made permanent. 


P. H. DouGLas 
Emergency Fleet Corporation 


F. E. WOLFE 
Ohio Wesleyan University 





NOTES 


A MISSING CHAPTER IN OUR WAR-LABOR POLICY 


The President of the United States set forth the beginnings of a 
national war-labor policy in his proclamation of April 8, 1918. In this 
proclamation he gave official approval to the findings of the War Labor 
Conference Board and particularly to their statement of the “principles 
and policies to govern relations between workers and employers in war 
industries for the duration of the war.”’ From that date it could properly 
be said that we had a national labor policy covering the following points:? 

1. There should be no strikes or lock-outs during the war. 

2. The right of either workers or employers to organize should not 
be interfered with, and neither party should use coercive measures with 
respect to union membership. 

3. Existing conditions with reference to the open or closed shop 
should be maintained. 

4. Established safeguards and regulations for the protection of the 
health and safety of workers should not be relaxed. 

5. Women should receive equal pay for equal work and should not 
have tasks disproportionate to their strength. 

6. Practices tending to limit production either by employers or 
workers should be discouraged. 

7. Certain practices with reference to mobilization of labor should 
be encouraged. 

8. The customs and practices of localities should be regarded in 
fixing wages, hours, and conditions of labor. 

g. The right of all workers to a living wage which would insure the 
subsistence of the worker and his family in health and reasonable comfort 
should be recognized. 

The various government departments accepted this statement of 
principles and policies as a constituent part of their labor programs. As 
time went on, however, it became apparent that not all of the situations 
which arose were adequately met. In particular there was no provision 
for the standardization of wages and working conditions in the various 
war industries, which came to be regarded as desirable by most persons 
concerned with the work of labor administration. In October, 1918, 


?There was also a colorless utterance concerning hours of labor. 


397 
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the President was asked to supplement his earlier proclamation. A 
document setting forth the points to be covered was approved by the 
Secretary of Labor and sent to the President with the request that it be 
issued as a second proclamation on labor policy. For reasons that are 
not known to the writer delay after delay occurred, and the armistice 
was finally signed without such proclamation having been made. The 
time has gone by when any unfortunate consequences could follow the 
publication of the document concerned. It is full of interest for students 
of the labor problem, in that it reveals (1) something of the conditions 
under which the wage-adjusting agencies of the government labored, 
and (2) the general principles upon which they came to agree’ as a result 
of their operations. 

The outstanding events connected with the development of the 
document are as follows. A decision covering wages, hours, and working 
conditions for the shipbuilding plants of the entire country had been 
prepared by the Shipbuilding Labor Adjustment Board in August, 1918. 
The members of the Board realized that the promulgation of this decision 
might disrupt labor conditions in the metal-trades industries of our 
railroads and munition plants. It was accordingly desirable that 
opportunity should be given to other wage-adjusting agencies to consider 
the feasibility of establishing national standards of wages and working 
conditions in our war industries. It had, of course, been the expectation 
that the War Labor Policies Board would lead the way in the establish- 
ment of such standards. That Board had at various times discussed the 
standardization of wages of common labor, the standardization of wages 
of building-trades workers, and the standardization of wages of metal- 
trades workers outside of shipyards. But the activities of the War 
Labor Policies Board had, after all, been characterized by much talk and 
little performance. 

The situation seemed to the members of the Shipbuilding Labor 
Adjustment Board sufficiently acute to justify disregarding the 
theoretical position of the War Labor Policies Board and to justify an 
attempt to cut through the difficulties involved and secure an elaboration 
of our national labor policy. They accordingly asked for a conference 
with the President and laid the entire situation before him. He 
requested the Board to withhold publication of its decision pending his 
securing, through the Secretary of Labor, action looking toward uniform- 
ity of policy of the various wage-adjustment agencies of the government. 

«The representatives of the War Labor Board did not sign the document. That 
Board felt that it must be guided by local conditions in arriving at its decisions. 
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The details of the way in which these agencies reached an agreement 
are not material for the purposes of this present account. They have 
in them plenty of the pathetic humor so abundantly present in our war- 
labor administration. The agencies whose names are attached to the 
accompanying document finally agreed (October 14, 1918) on the formu- 
lation which was sent to the Secretary of Labor and by him transmitted 
to the President. 


REPORT OF THE CONFERENCE COMMITTEE OF NATIONAL 
LABOR-ADJUSTMENT AGENCIES 


The following recommendations are submitted to serve as a basis for a 
National Labor Policy to be announced by the President of the United States. 


I. HARMONY OF ACTION BY LABOR-ADJUSTING AGENCIES 


1. A Conference of National Labor Adjustment Agencies, composed of two 
represerttatives of each federal labor-adjusting agency, should be established 
to meet at regular intervals for the purpose of promoting unified action and 
stability in reference to matters under their jurisdiction. Effective methods 
shall be established by each agency for conference with such other agencies as 
may be directly concerned by a proposed award, and in no event shall a decision 
affecting a change in standard rates or working conditions theretofore fixed by 
an authorized governmental agency be deemed to be concluded, nor shall such 
award be promulgated until the Conference is first consulted as to its effect 
upon the industrial situation of the entire country. 

2. It is recommended that appropriate steps be directed to be taken to 
secure whatever modification of existing agreements creating labor-adjustment 
agencies is necessary to enforce the national labor policy that may be declared 
by the President. 

3. Any complaint as to the application or operation of the principles and 
standards herein proclaimed shall be referred to the National War Labor Board 
for adjudication, in so far as its jurisdiction applies. And nothing herein is 
intended to repeal or amend the provisions of the Presidential Proclamation of 
April 8, 1918, establishing the National War Labor Board, and fixing its 
jurisdiction, its general procedure, and the principles upon which its action 
and decisions should be based. 


II. STANDARD OF WAGES AND WORKING CONDITIONS 

The following industrial standards should govern the various adjusting 
agencies for the purpose of securing maximum efficiency during the war, regu- 
larity of work on the part of the employe, continuity of employment on the part 
of the employer, and to secure stability for industry. All the provisions should 
be interpreted with these great ends in view. 

1. Differentials —The principle of wage differentials relating to emer- 
gency war construction, shipyards, loading and unloading of ships, general 
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manufacturing and railroad shops should for the present be recognized, 
because: 

a) The transitory character of war construction and emergency ship- 
building has resulted in the establishment of rates of compensation in such 
occupations higher than are maintained in organizations which are part of the 
permanent industrial life of the nation. 

b) The supreme necessity for ships makes it necessary to attract the 
additional workers required for their construction from non-war industries and 
from localities remote from shipbuilding centers. This involves serious dis- 
location in the lives of workers who engage in such work. The relatively 
severe conditions under which shipbuilding construction is at the present time 
carried on entitle the men to a payment of compensation at a rate somewhat 
in excess of that paid employes in similar occupations in other industries not 
subject to such conditions, and a sufficient number of men cannot otherwise 
be obtained. 

c) To determine whether or not existing wage differentials should be 
eliminated and, if so, upon what basis, will require not only extensive investiga- 
tion but the closest co-operation of employers, employes, and representatives 
of the government departments affected thereby. The administrative machin- 
ery to conduct such investigation and bring about such co-operation has been 
established and is being perfected. Pending the operation of this machinery, 
any radical change in existing conditions would be arbitrary, would create 
confusion, and would seriously embarrass the agencies which are now working 
toward a solution of these problems and thus handicap war production. 

2. Principles governing wage adjustments.— 

a) The national policy calls for the maintenance of proper standards of 
living—such standards as are appropriate to American citizens devoting their 
energies to the successful prosecution of a righteous war. Changes in the cost 
of living therefore call for adjustments in wages. In making such adjustments 
due regard must be accorded to securing maximum war production and to the 
state of the national finances, but no alteration of the national policy as to 
American standards should occur until the government has announced the 
necessity for the reduction of standards of all classes to meet the exigencies of 
the war. To permit the continuance of such standards we cannot too strongly 
urge that immediate and drastic steps be taken by all the government agencies 
equipped with power to prevent further increase in the cost of living. 

b) The application of the broad principle of maintaining standards of 
living cannot be reduced to mathematical formula but must follow the rules of 
reason and justice. In essence, reason and justice demand that this rule should 
apply in full force to those workers whose wages afford but a small margin over 
the amount necessary for the maintenance of their economic efficiency. 

c) Reason and justice further demand that the principle of adjusting wages 
to changes in the cost of living should apply only where a fair and equitable 
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wage prevails. This principle should not operate to prevent workers whose 
wages were below a proper standard of living from securing an equitable 
adjustment. 

d) In the interest of stability, revisions of wage scales based upon changes 
in the cost of living as herein provided should be made semiannually. The 
semiannual adjustment should be based upon a comparison of the cost of living 
for the current six months’ period with that of the corresponding period of the 
preceding year, and any change should apply to the succeeding six months. 

3. Standard working conditions.— 

a) Eight hours shall constitute a day’s work on all work to which the eight- 
hour statutes of August 1, 1892, as amended, and of June 19, 1912, apply, and 
in all direct and sublet contracts for government work. On all work to which 
the eight-hour statutes of August 1, 1892, as amended, and of June 19, 1912, 
apply and in all direct and sublet contracts for government work, except in 
continuous industries and continuous occupations, and except in the production 
or extraction of raw materials necessary for war work, four hours shall constitute 
a day’s work on Saturdays for the months of June, July, and August. Where 
a short work day on Saturdays has been established in industries excepted 
above or for a greater number of months than those specified, the number of 
hours heretofore constituting a day’s work on Saturdays should not be 
increased. Any time in excess of the hours specified above is to be considered 
overtime. 

b) In war time, on government work, overtime should be required or 
permitted only when the public necessity demands. 

Compensation at higher rates for overtime is paid as a means of protecting 
workers against unduly long hours and of penalizing employers who require 
such hours. Under the extraordinary conditions created by the war, however, 
there has developed a great temptation to break down the standard work day 
and to work irregular hours and at undue rates in order to secure the extra 
compensation paid for overtime. This not only threatens all proper standards 
of work but has hindered war production and resulted in a serious drain on the 
finances of the nation. All government authorities are therefore charged to 
use every effort to put a stop to this abuse. 

Compensation for overtime, as defined in paragraph a), for hourly workers 
shall be at one and one-half the hourly rates, and for pieceworkers at one and 
one-half times the average hourly piecework earnings for the total number of 
hours worked on piecework computed at the end of each pay period, except 
where compensation at a higher rate is now being paid; but in no case shall 
compensation at a rate in excess of double time be paid. 

c) On all government war work and on all direct or sublet contracts for 
government war work, no work shall be performed on Sundays or holidays 
except such as is indispensable, and in such cases the rate of compensation for 
such work should be not more than double the regular rates, computed as 
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provided for in the preceding paragraph. When work on Sundays and holidays 
is necessary, every precaution should be taken to prevent irregular attendance 
on week days for the sake of the extra compensation on Sundays and holidays. 

d) The federal government recognizes for the purpose of extra compensa- 
tion the following federal holidays: New Year’s Day, Washington’s Birthday, 
Decoration Day (Memorial Day), Fourth of July, Labor Day, Thanksgiving 
Day, and Christmas Day. On state and national election days employes 
enjoying the voting privilege shall be allowed not to exceed half a day, without 
loss of pay, in order to exercise their right of franchise. 

e) For night shifts in war industries, except in continuous industries and 
continuous occupations, extra compensation, not exceeding 10 per cent, should 
be added to the total earnings at day-shift rates. 

f) The payment of bonuses, or any extra compensation or gift, which in 
the judgment of the proper government authorities have the effect of interfering 
with the established standards of compensation and other working conditions, 
or which tend to promote an unnecessary shifting of employment, should be 
prohibited. 


Ill, ENFORCEMENT OF STANDARDS 


1. Should any employer or worker refuse to abide by the award of an 
appropriate labor-adjusting agency, the government will utilize all the power 
at its disposal, including the withdrawal of privileges, to secure compliance 
with such award. 


2. Strict measures should be taken by the War Industries Board and all 
governmental agencies to prevent interference by war or non-war industries 
with the application of the standards herein established. 


Signed by representatives of 
EMERGENCY CONSTRUCTION WAGE COMMISSION 
FUEL ADMINISTRATION 
DIVISION OF MEDIATION AND CONCILIATION OF THE DEPARTMENT OF 
LABOR 
NATIONAL ADJUSTMENT COMMISSION 
NATIONAL HARNESS AND SADDLERY ADJUSTMENT COMMISSION 
NAvY DEPARTMENT 
Unitep STATES RAILROAD ADMINISTRATION (except as to the semiannual 
revision to meet changes in cost of living). 
SHIPBUILDING LABOR ADJUSTMENT BOARD 
War DEPARTMENT 
L. C. MARSHALL 
UNIVERSITY OF CHICAGO 
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THE EMPLOYMENT SITUATION 


Beginning with the week ending March 29, 1919, the Weekly Reports 
on Labor Conditions show returns from only 66 cities as compared with 
the 122 of their former reports, a circumstance incident to the closing 
of the United States Employment Offices in a number of the cities. 
Arrangements are being made, however, by which it will be possible 
later to secure from the original 122 cities reports on the actual numbers 
of employees on the pay-rolls. The weekly summary is as follows: 
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Great caution must be used in comparing these figures with those 
of previous weeks. The cities still reporting are not entirely represen- 


tative of the earlier group. Among the cities to be dropped from the list 
are nearly all of those in the great industrial states, such as Pennsyl- 
vania, New Jersey, Ohio, Indiana, and Michigan, where the unemploy- 
ment was largest in previous weeks. It is therefore unsafe to draw 
inferences from the smaller percentages showing surplus or described as 
having unsettled industrial relations. The discrepancy comes out very 
clearly in the reports of actual (estimated) surplus. Eighty-three cities 
on March 15 reported a surplus of 371,615; of these, 43 which were 
dropped from the list of March 22 had a surplus of 235,575, while 
the remaining 40 had only 136,040. The estimate of 132,575 for 
the 41 cities with surplus on March 22 does, therefore, indicate a 
decrease over that reported for March 15, but not one of the propor- 
tions implied in the table as presented without explanations in the 
Weekly Reports. Moreover it is difficult to understand how even this 
decrease could have occurred in view of the fact that the actual number 
of men reported as on the pay-rolls has shown a gradual decline despite 
the steady flow of demobilized soldiers into industrial life. A con- 
servative estimate of the numbers returning to the 66 cities of the 
Reports would average perhaps from 12,000 to 15,000 a week. That 
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they are not being absorbed into industry is indicated very clearly by 
the decrease in the average numbers of men on the pay-rolls of the 
three or four thousand concerns reporting. It could have been indi- 
cated much more clearly if it had been possible to get complete and 
accurate returns from a definite and unchanging group of represen- 
tative concerns throughout the period of inquiry. Comparison of 
current reports with previous ones is impossible for the same reasons 
that operate in the case of estimated surplus. And the reports cannot, 
of course, average in the shops that have closed down entirely. But 
even as they are, it is evident from them that the long-run tendency 
is in the direction of lessened production. 

In view of these facts it is safe to say that the actual unemployment 
in the country on April 5 was several times the amount indicated by 
the Weekly Reports. Granting that the original 122 cities were repre- 
sentative of the country as a whole, it cannot be assumed that they 
included practically the whole amount of unemployment or even, 
perhaps, the major portion of it. A safe estimate of the total unem- 
ployment on April 5 would doubtless reach 1,000,000, in addition to 
the 2,100,000 men still in the service. 

It has of course been obvious all along in the reports from the 
various cities that the estimates of local unemployment were ridicu- 


lously conservative. Thus in the collection of press clippings about 
labor conditions the statement is found on April 5 that in St. Louis 
“it is estimated that unemployment has increased at the rate of 1,000 
a week for the past five weeks, making a possible total of 25,000 unem- 
ployed at the present time.” Yet St. Louis is listed in the tables as 


‘ 


being “equal.” There are as yet no estimates of the surplus in New 
York (the American Contractor of May 5 estimates 100,000, of whom 
60,000 are in the building trades alone), and Chicago on April 5 is 
regarded as “equal.” Incidentally this would count men in uniform 
who sell pencils and Pershing’s Own Story on the streeets as among the 
employed. 

One very interesting feature of the Weekly Reports is the collection 
of press clippings on labor conditions, referred to above, arranged by 
localities. The information here gathered together is partial and much 
too unstandardized to permit of tabulation, but careful reading sub- 
stantiates the general impression that labor throughout the country, 
and especially in the northeastern and middle western sections, is in a 
state of great uncertainty and unrest. Of 85 labor disputes commented 
upon on April 5 there were 33 strikes actually in process. Of 64 cases 
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in which partial reports of the causes for the disputes were obtainable, 
42 involved demands for increased wages and 27 for decreased hours; 
24 involved a number of miscellaneous demands (principally for the 
closed shop or recognition of the union); only 2 were avowedly for the 
purpose of preventing a lengthening of hours, and only one of prevent- 
ing the lowering of wages. One instance of the actual lowering of 
wages, however, was noted in the press comments, but not in connec- 
tion with labor disputes. A rather frequent comment was that opera- 
tions in various plants had been curtailed on account of the scarcity 
of contracts. 


WASHINGTON NOTES 
A PRICE-FIXING EXPERIMENT 


One incident in the process of reconstruction and adjustment to 

a peace basis has been the attempt on the part of the Federal Govern- 
ment to carry out a new plan of price fixing. On March 18 it was 
announced that an “Industrial Board” has been formed in the Depart- 
ment of Commerce for the purpose of consulting with industrial interests 
and bringing about a “stabilized” level of prices such as would prob- 
ably stimulate business by assuring the consumer that he would be - 
able to purchase at rates which were not likely to be undercut during 
his process of manufacturing and distributing the goods. This Board 
first undertook to bring about an agreement on the subject of steel 
products and succeeded in obtaining an agreement among steel manu- 
facturers designed to carry into effect the schedule of prices which had 
thus been determined. The outcome was the tentative establishment 
of a market level of prices for steel products. This action was followed 
by similar undertakings in connection with coal, cement, and various 
others. Difficulty has been encountered during the early days of 
April in the refusal of various departments of the government to accept 
the level of prices thus agreed upon and to be guided by it in buying 
the products which they needed. As a result of this difference of opin- 
ion within the administration the producers have in various cases 
declined to adhere to a fixed schedule of prices on the ground that if 
the government, which is in many lines still the largest buyer, was 
unwilling to adhere to the arrangements so made it could not be 
expected that individual purchasers would do so. Consequently the 
whole subject has been taken up for reconsideration by the adminis- 
tration with a view to determining upon a uniform policy to be pursued 
for the future. 
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The price-fixing question is of great importance from the general 
economic standpoint as well as from the point of view of immediate 
policy. On the legal side, it involves the question whether the Sherman 
Anti-Trust law and the whole range of ideas which have become familiar 
during the anti-trust discussion are to be surrendered or adhered to. 
The position has naturally been taken by many observers that if price 
fixing is a good thing for a transition period like the present, and if it 
results in rendering business more stable and regular, it must also be 
considered a good thing for steady application in ordinary times. Cer- 
tainly the precedent of price agreement under government supervision 
is likely to prove important in the future. From another standpoint 
it is clear that the idea of price fixing at a relatively high level raises 
a large question as to the best method of getting back to stable indus- 
trial conditions. In the past we have always taken it for granted that 
competition would result in bringing about the conditions which were 
best for the consumer, but the theories upon which the administration 
price-fixers have been proceeding imply a different view of the case. 
They are based upon the idea that, with stable prices assured, plants 
will be able to buy steadily and freely, since they will be assured of 
protection against variations in cost of production. This attitude 
ignores the fact that demand is in no small degree dependent upon 


price and that in order to keep plants at work and labor fully employed 
the maintenance of a large volume of output is necessary. Thus the 
alternative is presented of a stable and rather high price with protected 
production on a smaller scale as against broader production on a larger 
scale with fluctuation of prices, the producer or business man being 
expected to take the risk involved in the operation in return for the 
larger profits reasonably to be expected from the industry. 


FINANCING THE RAILROADS 


When Congress adjourned on March 4, without making provision 
for the support of the railroads through the appropriations that were 
called for in that connection, it left open a large question of railroad 
financing which must be disposed of as soon as practicable if the rail- 
roads are to continue their purchases of supplies and are to maintain 
the demand for commodities which they have been making. Two 
methods of carrying out this financing have been presented and dis- 
cussed during the past month. One of these was the plan of requesting 
sellers of equipment, supplies, materials, and the like, to draw drafts 
upon the railroad administration, such drafts to be accepted by the 
latter. It speedily appeared that the success of this method of finan- 
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cing would be dependent upon the degree in which the paper thus made 
was marketable, and that such marketability would be largely depend- 
ent in turn upon the question whether the drafts thus created would 
be eligible for discount with Federal Reserve banks. The matter was 
submitted to the Federal Reserve Board, which published a ruling to 
the effect that such drafts were, unquestionably, “trade acceptances,” 
and as such technically eligible for discount in the way suggested. 
Further consideration led to a recognition of the fact, previously made 
plain by the Board in earlier utterances, that there is a distinct difference 
between paper which is eligible and paper which is desirable for dis- 
count or rediscount. The consequence has been a resort to the second 
method of financing which was originally contemplated or suggested. 
This method was that of direct loans to be made by the War Finance 
Corporation to the Railroad Administration. The War Finance Cor- 
poration had, just after the adjournment of Congress, an available 
lending power of possibly $350,000,000 while the needs of the Rail- 
road Administration were likely to run to $750,000,000. Recognizing 
the possibility of heavy demands the War Finance Corporation, in order 
to provide itself with the necessary means, announced on April 1 
a sale of $200,000,000 of 5 per cent bonds, this issue being subscribed 
in large measure during the first days of the sale. The bonds thus 
brought into existence are of much more than ordinary significance 
because of the fact that they represent a kind of security which can 
be used as collateral for direct loans at Federal Reserve banks. They 
thus present in a certain sense the same kind of problem which was 
suggested by the first method of financing. In the War Finance Cor- 
poration act, however, it is provided that paper secured by such bonds 
as collateral can be rediscounted by reserve banks only at a rate 1 per cent 
higher than the rate made by such banks on paper of similar maturity. 
The essential difference therefore between the trade acceptance 
given in payment of railroad supplies and a bond whose proceeds have 
been used for the same purposes is that a higher rate of discount is 
necessarily to be fixed upon paper secured by the latter; while on the 
other hand, it may be supposed that the distribution of the paper will 
be somewhat different in the one case from what it would be in the 
other. In either case, there is a danger that the result of the financing 
will be tc create an additional burden for the banks to carry. It should 
be remembered, however, that had Congress made the appropriations 
needed the money would have been supplied through sales of bonds 
which themselves would have been eligible as security for discounted 
and rediscounted paper. The question at issue is which form of advance 
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is most likely to bring about absorption of the issues by the permanent 
investor, and which is most likely to place upon the commercial banks 
of the country the greatest burden in the current discounts. 


SUSPENSION OF EXCHANGE ‘‘PEGGING”’ 


The announcement of the British government through its fiscal 
agent at New York on March 1g that no more purchases of exchange 
would be made for government account, followed by the announce- 
ment on the next day by the Federal Reserve Board that all restrictions 
upon dealings in Italian lire had been removed, marks the end of an 
epoch in war finance. For more than two years sterling exchange had 
been supported by government action at the artificial price of $4.76. 
Immediately after the withdrawal of support from sterling, the quota- 
tion declined, eventually reaching $4.58. This fall was succeeded by 
recovery to $4.67. Lire, which had been stabilized 6.37 lire to the 
dollar, likewise declined to below 7 lire with unconfirmed reports of 
quotations below 8 lire. Little power of recovery has been shown by 
lire since the announcement. These changes were accompanied by 
corresponding changes in the quotations of other foreign currency. 
The significance of the situation does not, however, lie in the immediate 
fluctuations of exchange, but in the fact that this action is the first 
important step toward normal conditions in international business and 
finance. 

The British government is attempting to bring about a stronger 
exchange position by restricting importations of merchandise into 
Great Britain, while, since the withdrawal of government support for 
exchange, it has confirmed the unofficial gold embargo previously. 
existing. The lowered value of foreign currency in the United States 
should, according to classical theory, result in limitation of foreign 
purchases in this country;, but it remains to be seen how far such restric- 
tion will take place in view of the tremendously heavy requirements 
of foreign countries. The real crux of the situation seems to lie in the 
question how far such foreign countries can obtain accommodation in 
this country, designed to carry the purchases made by foreign consumers 
upon long term. This in turn becomes a twofold problem—how far 
American bankers are willing to finance such exports through current 
credits and how far American investors are willing to aid them by 
absorbing foreign securities and thus furnishing the capital needed in 
the form of permanent loans. 

During the latter part of the war, the basis for the export movement 
was furnished by the government of the United States which advanced 
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about $9,000,000,000 to various foreign governments, this sum repre- 
senting virtually our (merchandise) balance of trade during the years 
1916-18 inclusive. The funds for such advances were furnished by the 
public through taxation and liberty loans, and the ultimate question 
now is whether the American public is willing to go on supplying this 
same kind of support through the voluntary absorption of private securi- 
ties. This remains to be seen. Meanwhile the question of the free 
movement of gold between nations has been rendered much more acute 
than heretofore by reason of the fact that the artificial control of ex- 
change quotations has now been eliminated. Free movement of gold 
would do much to bring about a restoration of normal international 
relationships, but it would probably necessitate action on the part of 
those countries which are least expanded or inflated in extending to 
other countries the aid needed by the latter in restoring their banking ~ 
position. This would be supplied through the medium of permanent 
loans in the form of gold. The whole question is intimately connected 
with the problem of relative price levels in different countries and 
their relation to expanded banking credit. 


PURCHASE OF FOREIGN SECURITIES 


During the months since the conclusion of the armistice, American 
exports to Europe have continued to maintain a very high record. 
It is true that they have consisted very largely of foodstuffs and raw 
materials, and that there has been a decided falling off in the volume 
of manufactures moving abroad, as had been expected to be the case 
when the necessary European demand for munitions and war materials 
was partially suspended. The shipments that have been made however 
represent a very substantial balance of trade and, taken in conjunction 
with the fact that during the years preceding the armistice practically 
our entire favorable merchandise balance ($9,300,000,000) had been 
carried by government advances, raised the question how this peace 
balance is to be taken care of. This question has formed the subject 
of discussion at various meetings of bankers and financiers during the 
months of March and April, with the almost unanimous conclusion 
that some method of private financing would be necessary which would 
provide for the continued exportation of goods to Europe on credit. 

While some first steps in this direction have been taken, as exem- 
plified by the Belgian industrial credit of $50,000,000, and while it is 
known that the machinery is being carefully prepared for the necessary 
advances on current account, it is also evident that this temporary 
financing will not cover the requirements of the situation completely, 
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but that there must be some plan of regular access to the investment 
funds of the United States upon a basis that will be satisfactory both 
to the investor in this country and to the foreign buyer of American 
goods. Out of this has been developed the nucleus of a movement to 
encourage the absorption of foreign securities by American investors 
through the formation of investment trusts. In years past compara- 
tively few such securities have been purchased here, our market being 
in that respect decidedly different from the British financial market. 
British investors have habitually invested their savings in foreign issues 
inasmuch as they could not find an outlet for their funds in the home 
market. On the other hand, American investors have thought it pref- 
erable in most cases to purchase the stocks and bonds of domestic 
undertakings while those issued by European enterprises as such have 
not appealed to them on account of the relatively low rate they bore. 
Under the new conditions it will be necessary for Europeans who wish 
to market securities in the United States to sell them upon a much 
more liberal basis than they have thought necessary in past years, if 
they expect to divert savings from the local field in this country to 
European enterprises. Inasmuch as the Treasury has now practically 
exhausted the funds allowed it by Congress for the purpose of direct 
loans to European countries, the choice is now comparatively urgent 


as between absorption of foreign securities and reduction of the volume 
of our foreign shipments. This will prove to be particularly true with 
reference to the Central Powers, whose industrial needs can scarcely be 
met unless the financial basis for them is provided from foreign sources. 
The United States is thus apparently entering upon a new period in 
peace financing. 


NEW VICTORY LOAN 


Secretary of the Treasury Glass on April 14 announced the terms 
of sale of the fifth great government loan, to be entitled the Victory 
Liberty Loan. The loan as finally determined consists of $4,500,000,000 
of notes running not more than four years, but redeemable after three 
years at the pleasure of the Treasury Department. The notes are to 
bear 43 per cent interest and are to be exempt from normal income 
taxation, as was the case with the bonds of the second, third, and fourth 
Liberty loans. They may, however, at the will of the holder, be con- 
verted into notes bearing 32 per cent and entirely exempt from all 
forms of taxation, both national, state, and local. It is announced 
that the rate to be paid on the new notes has been established in such 
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a way as to avoid embarrassing the holders of the old Liberty bonds 
in so far as practicable, and at the same time to offer to the public as 
favorable terms as circumstances would permit for subscriptions to 
the new issue. An interesting phase of the official announcement is 
the statement that the amount of the issue has been cut to the sum 
which it is believed will suffice, with current income tax instalments, 
to take up and pay off outstanding certificates of indebtedness and 
to carry matters along upon their present basis. 

From this standpoint further issues of bonds or notes or both at 
later dates, probably not far in the future, will evidently be necessary. 
It is supposed that these will be sold on an “over-the-counter” basis 
instead of by general popular subscriptions, for Secretary Glass 
announces that this will be the last Liberty loan of the series, so that 
subscribers in taking up the notes will have a right to feel that they will 
not again be compelled as a patriotic duty to subscribe for further 
issues. The yield of the new notes is practically the same as that which 
is being netted by the old bonds at their existing quotations, while the 
short life of the notes gives comparative assurance of stability at or 
around par for the brief period during which they will remain outstand- 
ing prior to being refunded. The evident possibility of the situation 
is that these notes with their higher rates of yield will tend somewhat to 
impair the standing and quotation of the Liberty bonds of the older 
issues, investors preferring the new notes and ceasing to buy the older 
bonds, so that the latter may sink even below the present figures in 
the market. The outstanding amount of certificates of indebtedness 
now in the hands of the banks is such as will practically absorb the pro- 
ceeds of the entire issue of new notes and perhaps somewhat exceed it, 
but as all of these certificates do not fall due at once, the calculations 
that have been made in the Treasury indicate that the funds steadily 
flowing into the Department will suffice to meet the maturities as they 
recur, thus providing for the regular payment of the government’s ob- 
ligations. All this plan of financing necessarily rests upon a delicate 
basis which may be disturbed as a result of heavy appropriations by 
Congress, should that body at its approaching session determine to spend 
money without regard to very rigid requirements of economy. Govern- 
ment expenditures have now been reduced to about $1,300,000,000 per 
month, a decided falling off from the level which had been reached just 
after the conclusion of the armistice. Granted due economy and care 
on the part of Congress, it would however seem that the financing of 
the near future is being provided for upon about as good a basis as 
could be arranged. 
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War Finance. By J. S. NicHotson. London: P. S. King & 
Son, 1917. Pp. xxiv+48o0. tos. 6d. 

The present volume is a collection of papers, originally published in 
several journals (the Quarterly Review, the Economic Journal, the 
Journal of the Royal Statistical Society, the Scottish Historical Review, 
the New York Annalist, and the Scotsman), on the subject of Great 
Britain’s financial policies during the first three years of the Great War. 
Illustrations from the earlier financial history of Great Britain and 
from the war measures of the Cental Powers are introduced, principally 
to demonstrate the effects of inflation; but in the main the discussion 
is confined to a consideration of the defects of British financial policy 
in war time. 

The author, writing during a period “when complaints were common 
of the suppression of the real freedom of the Press,”’ expresses a sharp 
and vigorous criticism of the “careless opportunism” of the Treasury 


policies, particularly with regard to the issue of imperfectly convertible 


currency, which, on account of the resultant inflation, he apparently 
regards as one of the most serious errors of the war. In the Preface 
his contention is stated as follows: 


In the actual conduct of the War we have acknowledged and amended 
great mistakes: witness the Dardenelles and Mesopotamia. In diplomacy 
also we erred, repented, and reformed But in regard to our economic 
and financial policy no mistakes are admitted. We speak with the compla- 
cency of a heathenish Turk of war prices and war extravagance and backsheesh 
as if they had been inevitable Deluded by glowing estimates of the 
money value of the British Empire, we have neglected not only economic 
principles, but elementary rules of sound business. 

And again: 

These apparent signs of financial strength—the increase in national 
income, the rise in wages and in profits, the growth in public expenditure of 
all kinds—these signs of prosperity, when properly interpreted, are not signs 
of vigor and strength, but of weakness. .... A disease is none the less a 
disease if called by another name Inflation is a word with unpleasing 
associations—it suggests contributory negligence on the part of the sufferer. 

. . . But where does the borrowed money come from? If it is not old 


412 
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money, it must be new money—new money manufactured to meet the expenses 
of the War. . . . . Those who deny inflation must explain how else the money, 
i.e., the spending power of the State, is obtained. 


The great and continuous rise in prices is to be explained as a 
result of inflation rather than as due to an actual scarcity of necessities, 
and is described as one of a vicious circle of evils which brings other 
evils in its train—in particular industrial unrest through overpayments 
and underpayments, and the growth of an adverse balance of indebted- 
ness to foreign countries. 

This thesis is pursued to some extent in Part I, which contains 
eight essays and two book reviews, each reprinted from one of the 
first five of the journals noted above. A more coherent expression of 
the author’s consistent protest against the government’s financial 
policies is to be found in Part II, which consists of forty-three essays 
in the order in which they first appeared in the Scotsman, at intervals 
during the period of August, 1914, to July, 1917. Throughout the 
first three years of the war the papers in the Scotsman gave to the criti- 
cal reader the expression of a strong conviction that emergency financial 
measures should be as limited as possible, since the benefits of rising 
prices due to expanding currency are short-lived, and in the end the 
effects of such prices are prejudicial to the best interests of the masses 
of the people; and since, when “the inevitable fall in prices” comes, 
the burden of the debt will be so much the greater. They contain 
frequently repeated appeals for greater economy in the use of wealth, 
and protests against public and private extravagance. 

The major portion of the second part of the volume stands as a 
penetrating contemporary critique of British financial policy, by an 
observer who ranks as an economist of international repute. The 
unity of this section is scarcely harmed by the introduction of papers 
on national prohibition and the probability of the entrance of the United 
States into the war on moral grounds. It is unfortunate, however, 
that Part I, which covers such diverse subjects as “The Statistical 
Aspects of Inflation” and “‘Germany’s Economic Miscalculations,”’ and 
includes a review of Naumann’s Mitteleuropa, should have been incor- 
porated in the same volume. Furthermore the introductory critical 
discussion of recent formulations of the quantity theory of money serves 
to becloud rather than to explain the author’s subsequent definiteness 
of statement with regard to the effects of inflation. 


ALZADA COMSTOCK 
Mount Hotyoxe CoLLEGE 
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Commerce and the Empire, 1914 and After. By EDWARD PULSFORD. 
London: Kirg and Son, 1914. Pp. x+248. 7s. 6d. net. 

It was not unreasonable to expect that the present volume should 
give a more systematic treatment of its great theme than was given in 
the first issue of Commerce and the Empire in 1903. The hurried prepara- 
tion of that volume in the midst of the preferential tariff controversy, 
in which Senator Pulsford had a conspicuous part, accounted for a 
certain lack of completeness and orderly arrangement. The author does 
not lack fitness for his task, but he has apparently allowed his desire to 
stem the rising tide of protectionism since the beginning of the war to 
force him to turn out a piece of work that is even less systematic than 
that of 1903. Possibly, however, he may have given us something of 
more value than a thorough treatment of the trade of the Empire, in 
the form of a tract for the times. 

The second part of the book deals with the movement to promote 
reciprocal agreements within the Empire. The series of short sections— 
more like selected leaders than chapters of a formal treatise—show keen- 
ness of insight and strength of grasp in the presentation of the problems 
involved in the preference policy: how to secure mutual accommodation 
among the “sister nations’? which compose the Empire, each at a 
stage of development when it aspires to create a diversified industry of 
its own; how to give effective preference in respect of commodities of 
which the Empire produces an excess; how England can be a party 
to any preferential scheme and continue to maintain her economic 
and moral leadership. The risk of losing that leadership need not be 
taken because of the fancied need of “binding the parts of the Empire 
together”; the war has shown the emptiness of that delusion. The 
principle of imperial preference had not made sufficient headway to be 
of much consequence, and yet when the Lion roared for aid in 1914 
the whelps came up over the rim of the earth from every direction. 

‘It is on the political rather than the economic side that the book at 
the present time is likely to make its appeal. The threats of a war after 
the war do, indeed, ignore the disastrous economic effects such a policy 
would have on the allied countries themselves, especially upon Belgium 
and Serbia. In 1912, 62 per cent of Belgium’s exports were by land and 
the bulk of them went to the Central Powers; the tonnage returns of 
shipping for Antwerp that year were greater than those of London, 
Rotterdam, Hamburg, or New York—a pre-eminence that could not be 
maintained if the threatened economic war should be waged. It seems 
to Senator Pulsford the most elementary and obvious truism that 
England and France too must suffer economically by such a war. 
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But it is the political folly of such a policy that the author most 
emphasizes. He is fully conscious of the fact that there is widespread 
and deep-seated distrust and dislike of malefactors of great territory, 
as there is of malefactors of great wealth. England belongs to both 
classes, and should so shape her course as to avoid drawing fire. ‘The 
future greatness and grandeur of the British Empire requires a policy 
of world-friendliness and not world-defiance.”” The author gives a 
unique turn to the argument by pointing out that England by means of 
the interest on her four billions of investments abroad, half of it outside 
the Empire, is able to secure a vast amount of imports for which no 
visible exports are exchanged—“ unearned imports”’ he aptly calls them. 
They grew enormously during the quarter-century prior to the war, 
and they must in time of depression cause more or less of irritation 
among debtor nations; and that irritation ought not to be increased 
by a trade policy that would in effect say: Keep your products but pay 
your interest promptly. The book was written for a purpose by a man 


who really believes in the doctrine of freedom. 
GEORGE O. VIRTUE 
UNIVERSITY OF NEBRASKA 





American Charities. By Amos G. WARNER. Revised by MARY 
RoBerts Cootmce. Third Edition. New York: Crowell, 
1919. Pp. xxii+541. $2.50. 

“On the appearance of Warner’s American Charities fourteen years 
ago its unique character was at once recognized; for that work is the 
first thoroughgoing scientific treatment of the most difficult and per- 
haps the most important of the ever-widening group of sociological 
arts to which happily Professor Henderson has given the generic name 
of ‘social technology.’”” With these words Professor Howard opens 
the biographical preface to this third edition. 

For nearly a generation American Charities has been the handbook 
of a certain group of students in this field of social investigation. With- 
out much question it was the best general work on the subject in 1894, 
when it first appeared; but in the quarter of a century just past there 
have been tremendous changes in the understanding of our dependents, 
in the attitude toward them, and in practical methods of relief work. 
Consequently there has been for some time a need for restating the 
whole group of problems relating to poverty. The question is: Should 
this statement be a revision of old formulas or should it be from a new 
approach? Mrs. Coolidge has decided upon the former course, and 
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emphasizes. He is fully conscious of the fact that there is widespread 
and deep-seated distrust and dislike of malefactors of great territory, 
as there is of malefactors of great wealth. England belongs to both 
classes, and should so shape her course as to avoid drawing fire. ‘The 
future greatness and grandeur of the British Empire requires a policy 
of world-friendliness and not world-defiance.’”’ The author gives a 
unique turn to the argument by pointing out that England by means of 
the interest on her four billions of investments abroad, half of it outside 
the Empire, is able to secure a vast amount of imports for which no 
visible exports are exchanged—“ unearned imports”’ he aptly calls them. 
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and they must in time of depression cause more or less of irritation 
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who really believes in the doctrine of freedom. 
GEORGE O. VIRTUE 
UNIVERSITY OF NEBRASKA 
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has made a second revision of Warner’s original book. She defines 
her task thus: 


The reviser has been careful not to alter the distinctive color which Pro- 
fessor Warner gave to the book and which has made it a classic in its field. 
Warner saw what was permanent and vital with humorous common-sense, 
and to an exceptional degree. In a few instances only has it been necessary 
to modify the conclusions laid down by him, but two entirely new chapters 
have been added to round out his discussion of poverty. The changes made 
by the reviser consist in the substitution of more recent figures and illustra- 
tions and the addition of 25,000 words of new material 

No attempt has been made to inciude new movements in social welfare 
except when they might serve to illustrate Warner’s text; nor to take account 
of the changes which war will bring about in philanthropy. This third edition, 
necessarily somewhat inconsistent, is rededicated to Professor Warner. 


To speak of the book as somewhat inconsistent is well within the 
facts. To the careful reader it is painfully inconsistent. The book is 
neither Warner nor Mrs. Coolidge. Thus chapter iii is utterly out of 
harmony with chapter v. In the former seven statistical tables classify 
and “unworthiness,” “‘misconduct”’ 


poverty in terms of “worthiness” 


and ‘‘misfortune,” etc. This chapter leaves the impression that causal 
factors operate singly, and that it is possible to state with exactness 


down to the tenths of 1 per cent the proportion of poverty that is due 
to drink, laziness, old age, unemployment, etc. Then with one leap a 
totally different point of view is presented in chapter v. “The attempt 
to attribute the social career of an individual to heredity on the one 
hand or to circumstances on the other and to apportion to each an 
approximate per cent of influence is seen to be fallacious.” The author 
might have attempted to rid the reader of some preconceptions in the 
very raising of such questions as, “Is poverty a misfortune or a fault ?” 
Some discussion of these matters would then have been worth while, 
but only by way of showing the futility of the question itself. Even 
that result, however, might perhaps be just as well attained by ignoring 
the outgrown problem. 

The question inevitably arises: Is a task such as Mrs. Coolidge set 
for herself worth while? If Warner’s original book was admittedly 
“a classic in the field,’ why should anyone tamper with it? Would 
it not be better to let that work stand as a milestone of progress in 
philanthropic effort rather than to carry it along as a burden to the 
present and the future? Would not Mrs. Coolidge’s energy have 
been expended more wisely in stating the problems as she sees them at 
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the present with her own hypotheses? What the reviser has done 
seems hardly justified, whether we regard American Charities as a sacred 
book or as a simple contribution to one stage of social development. 

Among the things which a textbook on charities may do are the 
following: (1) It may present case histories to bring out both causal 
factors and methods of social service. (2) It may present philanthropy 
as a function of the general social life, changing with the development 
of commerce and industry, religion, science, and democracy. (3) It 
may present statistically and descriptively causal factors with refer- 
ence to community programs for the prevention of poverty. (4) It may 
present methods of organization, administration, and supervision, the 
business aspect of charities. 

The book hardly pretends to accomplish either the first or the 
second of these ends. The third possibility is undertaken in a manner 
that has already been shown to be inconsistent and confusing. The 
fourth is done fairly well, although there is little more than passing 
reference to such agencies as the Cleveland Federation, the Transpor- 
tation Agreement, the Confidential Exchange, or the Illinois Depart- 
ment of Public Welfare. 

In form and workmanship the book is above reproach. Never- 
theless under the circumstances it seems doubtful if the work was 


worth doing. 
StuART A. QUEEN 
UNIVERSITY OF ILLINOIS 


The Frontiers of Language and Nationality in Europe. By 
Leon DominiaAn. New York: Henry Holt & Co. 1917. 
Pp. xviii+375. 

From the main thesis of Mr. Dominian’s book there can be no reason 
for dissenting. His contention is that, as a practical matter, national 
frontiers can best be distinguished by linguistic characteristics, and, as 
a general rule, boundary lines should follow the separation of languages. 
There are exceptions to the rule, to be sure; there is Belgium, Switzer- 
Jand, and even Alsace-Lorraine, where many German-speaking commu- 
nities are “nationally”’ French; or the Eastern Adriatic coast, where 
Jugo-Slav nationalists sing of Serbian hopes in the language of their 
enemies, the Italians. Linguistic boundaries are not the best, but they 
are the least troublesome at present. There is the additional nuisance 
that adjoining linguistic areas are apt to be divided by a strip of a bilin- 
gual population. Yet this is true only of the cities and more populous 
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centers; villages are seldom bilingual, unless they are made up of no- 
madic and seasonal populations like the Aromunes of the Pindus or the 
Polish and Ruthenian seasonal agricultural laborers working in Ger- 
many, Hungary, or Roumania. 

With this as a foundation, Mr. Dominian passes in review all the 
disputed areas of speech of Europe and Asia Minor. Excepting Turkish 
lands, where the author speaks apparently from first-hand information 
or based on primary sources, all the other regions under consideration 
are apt to be treated from secondary sources and second-hand infor- 
mation. This means that the deeper underlying causes of nationalistic 
antagonisms are missed and the information supplied is scanty and 
debatable. Take for example the chapter on “The Land of Hungarian 
and Roumanian Languages.”” Most of the information contained there 
is quite harmless and unenlightening, and some of it incorrect. We 
are told that “the Roumanian problem in Hungary is mainly economic,”’ 
but nothing more is said about it. Apparently the author derived his 
information from Wallis, who contends that the Roumanian-Magyar 
problem is due to the fact that the first lives in the infertile highlands, 
the second in the fertile lowlands which the first is trying to occupy: 
This does not tell the story of the Roumanian-Magyar conflict. That 
conflict is to be interpreted in the light of the whole economic and politi- 
cal situation of Hungary; the existence of a controlling ring made up 
of large landowners and their political henchmen; the most restricted 
suffrage in Europe, leading to an internal imperialism, designed to 
turn attention away from the fundamental social and economic problems. 
Incidentally the example of Roumanian language given on page 160 
should be taken out in the next edition, because it is not Roumanian. 
It is a manufactured tongue very much in vogue up to about forty 
years ago among a group of nationalistic philologists who, after the 
manner of Corais in Greece, were determined to model Roumanian as 
closely as they could upon the old Latin, in order to prove conclusively 
their Roman origin. Modern Roumanian scholarship has completely 
discarded all this childishness.* 

There is ostensibly an attempt at a speculative interpretation of the 
facts presented, an interpretation on the basis of anthropogeography. 
Yet that is not to be taken seriously, because Mr. Dominian very wisely 
lets the facts speak for themselves most of the time, and the conclusion 
to which they point is in accord with the suggestion thrown out, “that 
the influence of physical features in the formation of European national- 


*See Densusianu, Histoire de la langue Roumaine. Paris, 1900. 
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ities has been exerted with maximum intensity in the early period of their 
history”; which means very little, because nationality is essentially a 
modern product. What geography did was to limit intercourse between 
similar groups and work against nationality. Only when geographical 
barriers were broken down, and similar groups could come to know each 
other, did nationality become a factor. The case of Northern and 
Southern Italy is an illustration. The book pays a great deal of attention 
to the subject of national characters and geographical influence, but 
discussions of this subject will not be worth taking seriously until we 
have first developed a technique for the study of national characteristics 
and then found out something definite about them. This can only be 
done after we have learned something about individual characteristics, 
which we are just beginning todo. If Russian melancholy and fatalism 
is due to the steppe, what about the Roumanian with his ‘“‘asa mi-a 
fost scris’’ (It was destined so to be) who has lived most of his life in a 
mountain environment? If Southern idioms express “feeling and har- 
mony,” the characteristics of poetry, what becomes of English poetry, 
avowedly the greatest body of poetry in modern times? Furthermore 
the author speaks of the blending of the racial characters of the Nordics, 
the Alpines, and the Mediterranians before the close of the neolithic 
period, in order to explain the characters of today; but very calmly he 
proceeds to take the characters which he wishes to explain as the very 
basis of the explanation. Weare, with regard to national characteristics, 
still in that immature stage which the study of sex characteristics is 
gradually leaving behind. The attempt to foist on us inherent sex 
differences was met by wholesome criticism, but such criticism is unfortu- 
nately lacking, or is very meager, when it comes to racial or national 
differences, and so we are destined to flounder for a long time in this bog 
of adventitious differences parading under a mask of heredity. 


Max Sytvius HANDMAN 
THE UNIVERSITY OF TEXAS 


A Fraudulent Standard. An Exposure of the Fraudulent Character 
of our Monetary Standard with Suggestions for the Establish- 
ment of an Invariable Unit of Value. By ArtHuR KITSON. 
London: P. S. King & Son, 1917. Pp. xv+233. 

It is Mr. Kitson’s contention that “the gold standard is a legalized 
fraud, a delusion, and a snare.”” Under present arrangements any strain 
upon our monetary and banking system is met by extensions of credit 
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chiefly in the form of loans. These extensions of credit have the same 
effect upon the purchasing power of money, he maintains, as large 
additions to the world’s gold stock. When the emergency has passed 
it then becomes necessary to liquidate these loans in order to increase 
the value of money. This, the author believes, is a fraudulent procedure 
under present monetary arrangements, for, “having loaned these ‘cheap’ 
pounds to the nation in its crisis, certain of our financiers are expecting 
to be repaid their principal and interest, not in the pounds they actually 
subscribed, but in pre-war pounds—in dear pounds!” The result of 
this impossible burden, he predicts, will be “trade depression, lockouts, 
strikes, emigration, starvation, pauperism, riots, with the possibility of 
civil war!”’ 

To meet this situation Mr. Kitson proposes that war debts be repaid 
‘in tokens of exactly the same value as those subscribed.” To accom- 
plish this there must be devised a standard of money value which 
possesses the same invariable qualities as the standards set for the 
measurement of weight, capacity, and distance. Such a standard is 
entirely practicable, the author asserts, for value is not intrinsic but 
purely relative. Goods exchange on the basis of definite quantities 
which can be represented by numbers. Variations in these exchange 
values could then be indicated by corresponding variations in quantities, 
and quantities only, for “all commodities are of equal exchange value in 
certain quantities at certain times and places.” A tabulation of such 
quantities would hence fix prices and the price level and end the vicious 
distinction which now exists between values and prices. It would also 
put an end to the control of industry, interested in creating values, by 
finance—interested merely in price, for these numbers or ratios would 
express pure purchasing power, that is, a fraction of the total wealth of 
the country. It would therefore be impossible to manipulate prices for 
the sake of gain. The supply of credit instruments and of monetary 
tokens would be regulated purely by legitimate demand. A nationalized 
credit and a nationalized banking system would, of course, be necessary 
to this new arrangement. 

The inherent difficulties in, if not the impossibility of, any such 
arrangement are too apparent to warrant detailed statement. The 
author, however, maintains his thesis with a vigor and a logic that should 
at least command respect. 


Litoyp V. BALLARD 
BELorr COLLEGE 





